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ABSTRACT 
In June 2002, the Australian Financial Reporting Council (FRC) made the decision to 
adopt the Australian equivalent of the International Financial Reporting Standards (A-
IFRS). A-IFRS became mandatory on the 1
st
 of January 2005, for all companies
reporting in Australia. The primary aim of converging to international accounting 
standards was to “facilitate cross-border comparisons by investors, and enable 
Australian companies to access international capital markets …” (Commonwealth of 
Australia, 2002, p. 102). Accounting information is critical for investment decision 
making. However, as there is considerable variation in accounting standards and 
disclosure requirements from country to country, foreign investors are aware of being 
informationally disadvantaged, compared to local investors. A single accounting regime, 
such as International Financial Reporting Standards (IFRS), is, therefore, expected to 
reduce the differences in accounting standards between countries, increase the 
comparability of accounting information, enhance investors’ understanding of the 
financial reporting of the host country, and increase foreign investor confidence in 
investing in the host country. The main argument advanced for the application of IFRS 
by a developed country such as Australia, which has existing high-quality accounting 
standards, was to improve foreign investment inflows.  
A broad research question is developed to assess whether foreign investment inflows to 
Australia increased following the introduction of A-IFRS, a phenomenon known as 
‘economic consequences’ in the accounting literature (Zeff, 1978). These ‘economic 
consequences’ reflect the changes in the decision-making behaviour of foreign 
investors, as discussed in this thesis, following the changes in accounting standards to 
A-IFRS. Building on the finance and accounting literature, the question is further
developed for each individual component of foreign investment inflows (i.e. portfolio
equity, direct equity, direct debt (between the affiliates), portfolio debt, loans,
derivatives, and other debt) to consider how each component can be affected differently,
and why. Thus, this thesis aims to examine the economic consequences of A-IFRS on
each component of foreign investment inflows.
A number of features make Australia an ideal country for which to examine foreign 
investment inflows. Firstly, prior to A-IFRS, Australia had a high-quality set of 
accounting standards, similar to IFRS. Secondly, with the sound governance of local 
institutions, strong legal enforcement, and a developed open market, Australia is more 
likely to have increased foreign investment inflows. Thirdly, Australia implemented A-
IFRS as a national-level policy, whereby Australian accounting standards have 
legislative backing. This means that all entities, both public and private, must prepare 
their financial statements according to A-IFRS. Therefore, the use of macro-level data, 
rather than micro-level observations, produces results that are valid as a level of 
analysis for this country.  
Using the quarterly aggregated and disaggregated series of foreign investment inflows 
from 1998Q1 to 2012Q4, the research design of the study consists of two stages. In the 
first stage, a structural break test is used to identify whether there is any break point 
around the A-IFRS application period in the data series. Previous studies have used 
dummy variables to capture the period of IFRS application by taking a value of 1 for 
the post-application period and 0 for the pre-application period. These studies, however, 
tend to pre-select the date of effect. Previous studies have indicated that the reaction of 
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foreign investors toward public information can differ depending on the type of 
investment, which reflects their role in the entities in which they invest. Therefore, they 
may not respond to the use of A-IFRS on the same date. Hence, an endogenous 
structural break test is used to detect any break endogenously; in other words, the 
selection of the break is led by the data. Because the data covers 24 years, more than 
one structural break is strongly anticipated. Therefore, an endogenous multiple 
structural break test is applied. To determine whether the identified break point can be 
associated with A-IFRS, an event window is constructed from 2004Q3 to 2007Q3, 
taking into consideration the transition, consolidation, and mandated reporting time 
lines. 
The structural break test is a univariate approach, in which any break identified within 
the A-IFRS event window could be associated with any other economic events that 
occurred around that time. The magnitude of the changes observed in the foreign inflow 
variables could be explained by the commodity-price boom experienced in Australia in 
2003/2004. The increase in inflows could also be explained by other factors such as the 
increased growth rate, rising interest rates, improved terms of trade, and the 
appreciation of the Australian dollar to a 30-year high. Therefore, in the second stage of 
the empirical analysis, an Autoregressive Distributed Lag (ARDL) model is developed 
to control for other possible events and to assess the effects of A-IFRS by including 
macroeconomic variables: real gross domestic product (RGDP), terms of trade (TOT), 
economic openness (OPEN), real exchange rate (EXCH) and lending rate (INT), and 
other global financial crises. The combined empirical evidence of both methods 
provides comprehensive insights into the effect of the application of A-IFRS on foreign 
investment inflows. 
Consistent with expectations, the multiple structural break test indicates the presence of 
a break around 2004Q4 for aggregated foreign investment. Disaggregating this inflow 
further into debt and equity components allows any early or late implementation effects 
to be assessed. Portfolio equity and loans appear to have a positive break during A-
IFRS implementation (2005Q3), while portfolio debt (2004 Q3) appears early during 
the transition period, which may reflect the importance of accounting reports in 
decision making for such components. The remaining foreign investment inflows 
indicate implementation lags around 2007. As expected, the only exception is direct 
equity, which indicates a structural break outside the event window (2003Q4). The 
endogenously determined structural breaks are tested further using the ARDL model. 
With the exceptions of other foreign debt and foreign direct equity, the results confirm a 
significant association between A-IFRS and foreign investment inflows such as 
portfolio (debt and equity), loans, derivatives, and direct debt. These findings strongly 
suggest that A-IFRS application may indeed have played a significant role in enhancing 
public information and increasing foreign debt and equity inflows. The findings 
highlight the fact that, in order to facilitate cross-border investment flows, it is vital to 
resolve the differences in accounting standards, thereby echoing the prediction of the 
Commonwealth of Australia (2002), mentioned above.  
This thesis has broad implications for the accounting literature and for event studies. 
Firstly, instead of focusing on cross-sectional analysis, this thesis uses time-series, 
multiple endogenous structural break tests and controls for macroeconomic conditions 
using an ARDL model. These methods could also be applied at the firm level, to 
provide a better understanding of the effects of the implementation of any given set of 
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accounting standards. Secondly, the findings are potentially useful to the International 
Accounting Standards Board (IASB) in its quest for a strategy to facilitate the global 
application of IFRS. Thirdly, the findings are important for any other country 
considering the application of IFRS, for both developed and developing countries, and 
for global stakeholders and lending agencies such as the IMF and the World Bank, 
which are important ‘foreign investment providers’ (providing aid loans) for developing 
countries. Fourthly, the findings are also important for the Australian Accounting 
Standards Board (AASB) and others, including the Department of Foreign Affairs and 
Trade (DFAT) and the Australian Taxation Office (ATO), as they provide a better 
understanding of the effects of A-IFRS on various investment inflows, debt and equity.  
vi 
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Developments in information and communication technology have led economies 
becoming globally integrated. Such technology provides the infrastructure that enables 
financial centres around the world to be networked, permitting the rapid investment of 
capital across borders (Castells, 2011). Critical to this process is accounting 
information, as it provides “financial information about the reporting entity that is 
useful to existing and potential investors, lenders and other creditors in making 
decisions about providing resources to the entity” (IASB, 2010, p.9). However, as there 
is considerable variation in accounting standards and disclosure requirements, from 
country to country, foreign investors are aware of being informationally disadvantaged. 
Such an information gap could be addressed by the introduction of a single accounting 
regime, the International Financial Reporting Standards (IFRS). By reducing inter-
country differences in accounting standards, this should increase the comparability of 
accounting information, thereby, enhancing investors’ understanding of international 
financial reporting and, thus, increasing investor confidence in investing abroad 
(Beneish & Yohn, 2008). 
In June 2002, the Australian Financial Reporting Council (FRC) made the decision to 
apply the Australian equivalent of the International Financial Reporting Standards (A-
IFRS), on 1
st
 January 2005. The primary aim of these standards was to “facilitate cross-
border comparisons by investors, and enable Australian companies to access 
international capital markets…” (Commonwealth of Australia, 2002, p.102). However, 
as indicated by previous studies, investors are not equal in terms of their objectives, 
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needs, or even their roles in the entities. Therefore, they may react differently to any 
change in accounting standards (Razin, Sadka, & Yuen, 1998). In view of this, the 
present thesis aims to conduct an empirical investigation to determine whether the 
application of A-IFRS has increased Australia's foreign investment inflows, in debt and 
equity. 
1.2 Research Motivation  
This thesis is motivated by four factors. The first is a study by Zeff (1978), which 
examines the “economic consequences” of accounting reports. He argues that these 
consequences reflect the shift in the decision-making behaviour of investors and others, 
following a change in accounting standards. Therefore, to avoid unhealthy economic 
consequences any such change should first consider the needs of the stakeholders. An 
example of such an accounting change is the implementation of A-IFRS in the 1
st
 
January 2005. It was expected that A-IFRS would affect the decision-making behaviour 
of foreign investors, by lowering the information asymmetry between local and foreign 
investors (Commonwealth of Australia, 2002). In essence, the primary objective of this 
thesis is to examine whether the implementation of A-IFRS did, in fact, realise this 
objective. The thesis will do this by determining whether there was any increase in 
foreign investment inflow following this event. 
The second motivation is a study by Razin et al. (1998). They argue that foreign 
investment components are driven by the differing information needs of the foreign 
investors who invest in them. It is logical to expect that foreign investment components 
have reacted differently to the application of A-IFRS. In view of this argument, a study 
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that takes into account all of these components, both debt and equity, will provide a 
better understanding of how the application of A-IFRS has affected foreign investment.  
The third motivation is a number of Australian studies that have examined the effect of 
the introduction of A-IFRS on the quality of accounting information (e.g., Chua, 
Cheong, & Gould, 2012; Goodwin, Ahmed, & Heaney, 2008; Jones & Higgins, 2006; 
Taylor & Richardson, 2014; Taylor & Tower, 2009). These suggest that the high 
quality and international comparability of A-IFRS may enhance foreign investment 
decision-making. Yet, despite this consensus about these potential benefits, empirical 
evidence of increased across-border capital inflow is lacking. Therefore, the present 
study seeks to fill this gap. In this way, it hopes to provide a better understanding, for 
regulators, standard-setters and financial-reporting stakeholders, of the application of 
such regime (i.e. A-IFRS).  
The fourth motivation is that previous studies in the literature have analyse the impact 
of IFRS in a variety of countries, of which the majority are members of EU (e.g., 
Biddle, Hilary, & Verdi, 2009; De Simone, 2016; Yu & Wahid, 2014). While their 
findings suggest that the use of global accounting standards does reduce the information 
disadvantage faced by foreign investors, the authors examine only a short time period, 
mostly two years, both before and after the application of IFRS (Beneish, Miller, & 
Yohn, 2015; Gordon, Loeb, & Zhu, 2012; Li, Ng, & Saffar, 2017). Given the global 
nature of the introduction of IFRS for regulators, standard-setters and financial 
reporting stakeholders, it is essential to study a long time-series (e.g., Bruggemann, 
Hitz, & Sellhorn, 2013; Callao, Jarne, & Laínez, 2007; Kvaal & Nobes 2012).   
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1.3 Theoretical Framework and Research Question 
Based on a review of the existing literature, this thesis develops a framework that 
depicts the effect of A-IFRS application on foreign-investment inflow. Within this 
structure, a research question is established. The framework is based on the expectation 
that foreign-investment inflow increased following the application of A-IFRS. This 
increase is assumed to be due to the reduction in information asymmetry, between local 
and foreign investors, that results from the high quality and greater comparability of the 
global standards. Thus, foreign investment providers would have made better 
investment decisions in terms of allocating their resources to a particular entity and 
protecting or enhancing their investments (e.g., Armstrong, Barth, Jagolinzer, & Riedl, 
2010). In view of this, this thesis establishes the research question as follows: 
Are foreign investment inflows to Australia significantly higher following the 
introduction of A-IFRS? 
To better understand how A-IFRS adoption affects each of the components of foreign 
investment, differently, the study uses ten components of international investment, both 
aggregated and disaggregated; these are total foreign investment, total debt and equity, 
portfolio and direct equity, direct debt, portfolio debt, loans, derivatives, and other 
debts. These components are explained, in more detail, in Chapter 4. 
Previous studies identify the benefits of IFRS. They focus on determining how the 
quality (e.g., Ashbaugh & Pincus, 2001; Barth, Landsman, & Wayne, 2008; Kim, Tsui, 
& Yi, 2011), and international comparability of accounting (e.g., Brochet, Jagolinzer, & 
Riedl, 2013; Chen, Ding, & Xu, 2014) improved under IFRS, thereby enhancing 
investment decision-making. In contrast, this thesis examines the research question, by 
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focusing on how the level of each component of foreign investment inflow changed 
following the implementation of A-IFRS. In this way, the present study provides insight 
into the economic consequences of A-IFRS, an approach suggested by Dyckman and 
Zeff (2015, p.520), when they encourage future accounting research to focus on 
“economically important results”. This approach is also used by a number of 
international accounting studies: Armstrong et al. (2010), Beneish et al. (2015), Gordon 
et al. (2012), and Yu and Wahid (2014).  
1.4 Scope of the Study 
This thesis examines the effects of A-IFRS application by focusing on a single country, 
namely, Australia, and its foreign investment inflow. This focus is particularly apt for 
three main reasons. 
 Firstly, Kvaal and Nobes (2010) find substantial cross-country variation in IFRS 
policies, in terms of the choice of year for the application of the standards. In addition, 
there are other inter-country differences, such as type of institutional setting (e.g., 
economic, political, or cultural), language, and geographical location (Bruggemann et 
al., 2013). Therefore, using a single-country approach allows this study to avoid having 
to control for such differences between countries, and, thereby, increases the validity of 
the results (e.g., Brochet et al., 2013; Bruggemann et al., 2013; Camfferman & Zeff, 
2018).  
Secondly, several institutional features make Australia an ideal setting for such a study. 
Australia, along with New Zealand, was the first country outside the EU to use IFRS. 
Thus, this thesis will contribute to the existing literature that largely focuses on the EU 
and the US. Furthermore, pre-IFRS, Australia had already had a longer experience with 
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such standards, than many other countries. This means that any effect may be detected 
quickly (Chua et al., 2012). In addition, this thesis assesses information gathered at the 
national level rather than the firm level. This is because the application of A-IFRS in 
Australia (and New Zealand), was a national policy, whereby all entities, both listed 
and non-listed, were required to prepare their financial statements according to A-IFRS. 
Therefore, using national-level, rather than firm-level, observations will address the 
research objective and question, and avoid any self-selection problems that occur with 
firm-level studies (Bruggemann et al., 2013). In addition, Australia has sound 
governance of local institutions, strong legal enforcement, and a developed open market 
(see Porta, Lopez-de-Silanes, Shleifer, & Vishny, 1998), which means that it is more 
likely to realise the benefits of A-IFRS (e.g., Daske, Hail, Leuz, & Verdi, 2008; 
DeFond, Hu, Hung, & Li, 2011; Louis & Urcan, 2014). 
Finally, this thesis examines foreign investment inflow, only.
1
 Such inflow is vital to a 
country, like Australia, with huge resources and a relatively small population. An 
increase of such investment would contribute, significantly, to filling the gap between 
the country’s domestic savings and investment, and so assist in financing local projects, 
and encouraging further economic benefits. In addition, by examining the inflow, this 
thesis can control for other economic events that occurred at the same time as the 
application of A-IFRS. One such major event was the turnaround in the mining sector, 
which was expected to have affected foreign investment inflow significantly, especially 
                                                          
1
 This thesis does not look at investment outflows from Australia.  This is because several of the 
host countries which Australia invested were non-adopters of IFRS. For instance, the US, 
Canada, Japan, China, India and South America are major recipients of Australian foreign 
investment outflows (abs, 2017). However, none of these countries adopted IFRS concurrently 
with Australia, and, to date some still have not done so.  
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in direct equity (Minifie, 2013). In fact, according to Connolly and Orsmond (2011), 
and Kearns and Lowe (2011), the mining boom did cause a substantial increase in 
investment, with further increases expected. This highlights the fact that the magnitude 
of the changes observed in Australia’s foreign investment inflows could have been due 
to the commodity-price boom, the effect of which was experienced as increased growth 
rates, rising interest rates, improved terms of trade, and the appreciation of the 
Australian dollar to a 30-year high. 
Such economic events are controlled for, in the present thesis, using the following 
variables: real gross domestic product (RGDP), terms of trade (TOT), economic 
openness (OPEN), real exchange rate (EXCH) and lending rate (INT). These variables, 
their definitions and the reason for choosing them are described, in detail, in Chapter 6. 
1.5 Overview of the Research Method  
It is common in the literature to use dummy variables to capture the period of IFRS 
application; these take a value of 1 for the post-application period, and 0 for the pre-
application period.
2
  These studies, however, tend to pre-select the date of effect, a 
method that could be conceptually weak. Each type of foreign investor has a different 
information need (Razin et al, 1998). This means that each may respond at a different 
time to the implementation of A-IFRS.  Therefore, it is impossible to identify, a priori, 
when increases in inflows would occur. In such circumstances, using a pre-selected date 
may result in the statistical significance of the results being overstated (Banerjee, 
Lumsdaine, & Stock, 1992). 
                                                          
2
 In some cases, even a value (1, 2, 3, 4, 5) commensurate with the degree of implementation 
(e.g., Othman & Kossentini, 2015; Ramanna & Sletten, 2014). 
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In this thesis, the structural-break approach, adopted from the macroeconomic 
literature, is applied to time-series data that covers a 24-year period (1989Q1-2012Q4).   
Such an approach includes tests that determine the break date endogenously rather than 
using a pre-selected date. This allows the structural break, if there is one, to be 
identified by the data, itself – an approach suggested by Dyckman and Zeff (2015) who 
state that “Our interest lies not in rejecting the null hypothesis but rather in where we 
are led by the data to believe the finding of interest is to be found.” (p. 520). Since the 
sample period covers 24 years, more than one structural break is anticipated; therefore, 
the use of the multiple-structural-break test devised by Bai and Perron (2003) is deemed 
appropriate. Next, to determine if the break date can be associated with A-IFRS, an 
event window is constructed. This covers the first transition, consolidation and 
reporting periods, i.e., 2004Q3-2007Q3 (more detail on choosing the window is 
presented in Chapter 4). This method of identifying the break date, endogenously, is 
considered the main contribution of the present study.  
It is important to note, however, that if any breaks are detected within the specified 
window, these can only be attributed indirectly to A-IFRS. This is because the 
structural-break test is a univariate approach, whereby any breaks identified within the 
A-IFRS-event window could be associated with any of the other contemporaneous, 
economic events. For example, the increase in capital inflows around 2003-2004 could 
be due to the commodity-price boom experienced by Australia. Therefore, the 
Autoregressive Distributed Lag (ARDL) model, developed by Pesaran and Shin (1998), 
is applied to control for other possible events; in this way, alternative, plausible 
explanations for increases in inflows can be ruled out. This is done by including in the 
model a series of macroeconomic variables: RGDP, TOT, OPEN, EXCH, and INT. The 
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model also allows the long-term effects of A-IFRS to be captured. These effects are not 
addressed directly by accounting theory. However, a number of studies (e.g., 
Bruggemann et al., 2013; Callao et al., 2007; Daske et al., 2008) suggest that a country 
with relatively long experience of international standards and a high level of 
enforcement could experience greater benefits of IFRS in the long term. Therefore, the 
use of the structural-break test that determines the date of the break, endogenously, 
together with the ARDL model, may provide new insights into the association between 
IFRS and foreign investment. For example, the results of Gordon et al. (2012) showed 
that the benefits of IFRS are experienced only by countries whose domestic standards 
(GAAP) differ significantly from IFRS.  
1.6 Findings, Implications and Contributions 
The foreign investment inflows show evidence of a significant structural break, within 
the A-IFRS-event window. However, there is a variation in the date of this break: for 
both portfolio equity and loans, it is within the period of A-IFRS implementation, while 
portfolio debt shows the break within the transition period; the date is later for the 
remainder. The only exception is direct equity, the break date for which falls outside the 
event-window. To add further robustness to the findings, these endogenously-
determined structural breaks are then examined using the ARDL bound test. The results 
confirm a significant association between A-IFRS and foreign investment inflow, in 
terms both of debt and equity. The only exception is other foreign debt. 
These results are consistent with the study’s prediction that the application of A-IFRS is 
associated with increased foreign investment inflows. Thus, they have several important 
implications. Firstly, they highlight the importance, for accounting literature in general, 
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and for event studies in particular, of using time series data to determine whether the 
observed effects are persistent or only short lived. Secondly, they are also important for 
national accounting regulating bodies, by providing an understanding of the potential, 
positive consequences of the introduction of IFRS, in terms of their countries’ ability to 
attract increased foreign capital inflow. This may encourage more countries to apply 
IFRS. Thirdly, a significant increase in foreign direct debt, as indicated by the results, 
may imply “income-shifting” by Multinational Companies (MNC) (Taylor & 
Richardson, 2014). This is an unhealthy economic consequence, and, so, has an 
important implication for both the Australian Taxation Office (ATO) and the 
Department of Foreign Affairs and Trade (DFAT): they may need to introduce rigorous 
regulations regarding the use of direct debt by MNC.  
This thesis makes a number of important contributions to the existing literature. Firstly, 
it extends the scope of previous studies that focused, largely, on the EU and the US. 
Secondly, by using Australia - a country that already had the benefit of high-quality 
accounting standards prior to its GAAP convergence to A-IFRS this thesis is able to 
show that such counties can also reap the economic benefits of the application of a 
global set of standards (e.g., Armstrong et al., 2010; Daske et al., 2008). Moreover, it 
adds to previous Australian studies by demonstrating that the primary regulatory aim of 
Australia’s implementation of A-IFRS, i.e., to increase its foreign investment inflow, 
was fulfilled (see Commonwealth of Australia, 2002). In addition, it contributes to the 
literature that investigates the effect of IFRS application on different types of 
investment (Ball et al., 2015: Beneish et al., 2015) by confirming that the various 
components of foreign investment are affected, differently. Moreover, the study 
investigates a foreign investment variable, namely, foreign derivative, that is not 
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included in any previous studies. It shows that this component had a significant, 
positive structural break within the implementation period of AASB 7: Financial 
Instruments: Disclosures. Finally, the study contributes to the existing literature that is 
based largely on short-term, cross-sectional data (e.g., Akisik & Pfeiffer, 2009; Gordon 
et al., 2012; Márquez-Ramos, 2011), by using time series data. In this way, it fills a gap 
that is identified by a number of previous studies (e.g., Bruggemann et al, 2013; Gray, 
2014). 
In conclusion, these findings suggest that A-IFRS application may, indeed, have played 
a significant role in increasing foreign investment, particularly that of debt and portfolio 
equity. Therefore, the findings highlight the fact that, in order to facilitate cross-border 
investment, it is vital to resolve the differences between national accounting standards. 
This echoes the pre-application prediction of the Commonwealth of Australia (2002). 
1.7 Thesis Structure 
The thesis is structured in six chapters, with a general overview provided in this 
introductory chapter.  
Chapter 2 gives a general background to the study, outlining the motivation for 
IAS/IFRS application, in both Australia and other countries. As the thesis is concerned 
with Australia’s decision to apply IFRS, this chapter also briefly presents the arguments 
against such application. 
 Chapter 3 reviews the evidence, from the literature, of the impact of IFRS on foreign 
investment. It begins by looking at studies that provide theoretical and empirical 
explanations, from financial and accounting perspectives, for the existence of 
information disadvantage between local and foreign investors. It then moves on to 
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examine studies that use a framework to explore the rationale for the relationship 
between IFRS application and foreign investment in debt and equity. This review 
identifies gaps in the literature, which this thesis attempts to fill. 
Chapter 4 establishes the research framework that illustrates the effect of A-IFRS on 
foreign investment. This is followed by the development of the key research question, 
regarding this effect.  
Chapter 5 provides a description of the variables, study period, and data. Then, the 
method and the results of the structural break date test are presented. This is followed 
by a conclusion. 
Chapter 6 explains that in order to provide further evidence that A-IFRS application 
was the main contributor to the structural break in foreign investment inflow, controls 
need to be provided for other factors. This is done using the ARDL model. An 
analytical review of this model, in general, as well as a description of the specific 
models that are used in this thesis, are presented in this chapter. Then, based on the 
results of the bound test, the error correction version of the ARDL model is applied. 
This is followed by a discussion of the results and then a conclusion.  
Chapter 7 is the final, overall conclusion, consisting of a summary of the thesis, the 
implications of the results, the contribution of the research, and its potential limitations. 
The chapter concludes with suggestions for possible future lines of inquiry. 
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CHAPTER2:  Context and Background 
2.1 Introduction 
This chapter provides a background to the study, by outlining the motivations for the 
adoption of International Accounting Standards (IAS) – later renamed the International 
Financial Accounting Standards (IFRS), from the international and Australian 
perspectives. As the thesis is concerned with Australia’s decision to converge its GAAP 
with a set of global accounting standards (A-IFRS), this chapter discusses the 
arguments for and against A-IFRS.
3
 The organisation of the chapter is as follows: 
Sections 2.2 and 2.3 provide a brief overview of IASs/IFRS, and of A-IFRS 
convergence, respectively. Section 2.4 discusses the potential benefits of this 
convergence while Section 2.5 focuses on the costs, and Section 2.6 concludes the 
chapter. 
2.2 Introduction of IAS/IFRS 
Although the IFRS would appear to be a recent phenomenon, interest in the 
internationalisation of accounting standards actually began as early as the 1960s, with 
the establishment of the Accountants’ International Study Group (AISG) by the British 
accounting profession. This body highlighted the need for financial statements to 
provide comparative information, and for the establishment of a body with the authority 
to shape international accounting practices, in order to meet the needs of the increasing 
                                                          
3
 Following the example of a number of studies (e.g., Kent & Stewart, 2008; Wang & Welker, 
2011), this thesis uses the abbreviation, A-IFRS, to refer to the Australian equivalent of the 
International Financial Report Standards (IFRS). 
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internationalisation of capital markets (Zeff, 2012). Nevertheless, the first serious move 
towards the creation of a global set of standards was made in 1973, with the 
establishment of the International Accounting Standards Committee (IASC); this was 
supported by accountancy bodies in nine countries, namely, Australia, Canada, France, 
Germany, Japan, Mexico, the Netherlands, the UK and Ireland (combined), and the US. 
This body was authorised to shape the international accounting standards (Zeff, 2012). 
However, its initial focus was on promoting the global aspect of the standards rather 
than assuring their quality. 
In the early 1990s, the G4 group, composed of representatives from the four Anglo-
American standard setters, the UK, the US, Canada and Australia, was established to 
improve the quality of accounting harmonisation.
4
  This later became the G4+1 when 
the IASC joined to keep its members informed of the group's deliberations. The support 
of the G4 enabled the IASC to become more active in its role as an international 
standard-setting body (Nobes & Parker, 2010, p.94). 
Meanwhile, in the 1990s, there was a strong push for the global integration of capital 
markets, and the privatisation of public sector entities, resulting in a significant increase 
in foreign investment flows (Dunstan, 2003). However, under the national accounting 
systems, companies wishing to enter the foreign capital market had to prepare two sets 
of accounts, one to meet internal (national) requirements, and another to satisfy external 
(international) requirements. Such a process was criticised by the EU as being costly for 
the issuing companies and confusing for the stockholders (EC, 1995). This highlighted 
the urgency of the need to develop a set of comprehensive core standards that would 
                                                          
4
 Later, New Zealand joined, as the fifth member.   
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reduce the cost, and increase the comparability of financial reporting, for companies 
aiming to invest internationally. 
 The IASC and the International Organisation of Security Commission (IOSCO), 
therefore, committed to completing, by 1999, a set of International Accounting 
Standards (IAS) to be used by companies wanting to list their shares, globally. The 
IOSCO agreed that if these standards were acceptable, it would endorse them for cross-
border capital. The US Securities and Exchange Commission (SEC) also agreed to 
accept the standards, on the condition that they were of  sufficiently high quality (Nobes 
& Parker, 2010, p.94).   
 In 2001, the IASC relinquished its sole responsibility for standard setting to the IASB, 
formerly the G4+1. This move was designed to make the standards more reliable, and, 
therefore, more readily trusted by other countries (Camfferman & Zeff, 2007, p. 498). 
One year later, the EU issued Regulation 1606/2002, which made the adoption of IAS 
mandatory for all its member countries by 2005. In its adoption announcement, the EU 
stressed that “IAS…will help eliminate barriers to cross-border trading in securities by 
ensuring that company accounts throughout the EU are more reliable and transparent 
and that they can be more easily compared. This will in turn increase market efficiency 
and reduce the cost of raising capital for companies, ultimately improving 
competitiveness and helping boost growth”. 5 
                                                          
5
 See; http://europa.eu/rapid/press-release_IP-02-827_en.htm  
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During the intervening period, the IASB was required to work on these IAS, a task that 
was completed in 2004. By the time they were adopted, the IAS became the IFRS ( EC, 
2002). 
 The EU’s decision to adopt IFRS set an example to many other countries, prompting 
them to follow suit. The decision was also supported by the International Monetary 
Fund (IMF), the World Bank (WB), and the World Trade Organisation (WTO) 
(Graham & Neu, 2003; Ramanna & Sletten, 2014).
6
  
In 2005, IFRS was fully accepted for use by companies registered on foreign stock 
exchanges. The only exception was the US, where the SEC still required all foreign-
listed companies to prepare their reports according to the US GAAP (Whittington, 
2005). However, this changed in 2007, when the SEC allowed all foreign companies to 
prepare their reports according to either IFRS or the US GAAP (SEC, 2008).  
By 2015, IFRS was widely used throughout the world, with over 130 countries either 
mandating or permitting their use, and with a number of others having convergence 
agendas (See Figure 2.1). This suggests that even countries such as Australia, with an 
existing high level of transparency in financial reporting and investor protection, saw 
the potential benefits of adopting IFRS, central to which was increased foreign capital 
mobility (e.g., Brochet et al., 2013; Hail, Leuz, & Wysocki, 2010).  
Overall, the main motivation for the adoption of IFRS is the need for a common, global 
business language to assist capital markets that have become internationally integrated. 
                                                          
6
 As a condition for receiving financial aid, the IMF and WB encouraged developing nations to 
adopt international accounting standards. 
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Such standards can enhance the information symmetry of financial-reporting 
information. This increased symmetry should make foreign investors more confident 
and better informed, when using financial reporting for cross-country investment 
purposes (Whittington, 2005).  
 
Figure 2. 1: the Statues of IFRS in 140 Countries around the World, 2015 
 
 
Source: IFRS (2015), www.ifrs.org/use-around-the-world. 
 
2.3 IFRS Convergence by Australia 
Australia participates in global relationships through its membership of international 
organisations, such as the Organisation for Economic Co-operation and Development 
(OECD), the IOSCO, and the WTO, and through regional organisations, such as the 
Asia-Pacific Economic Cooperation (APEC) (e.g., Beeson & Capling, 2002; Bell, 
1997). These memberships have helped to open the Australian economy to foreign 
markets and competition. However, in the global era, due to their lack of comparability, 
Australian national accounting standards (A-GAAP) were unable to meet the needs of 
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Australian businesses operating in the global capital market. To overcome this lack of 
comparability, Australia therefore, considered it necessary to implement international 
accounting standards (Commonwealth of Australia, 2002). 
In 1984, the Australian government founded the Accounting Standards Review Board 
(ASRB) and tasked it with reviewing and approving the accounting standards, with a 
view to giving the standards legislative backing (Walker, 1987). The board was later re-
established under the Australian Securities Commission (ASC) Act of 1989 and given a 
name change; from 1991, it was known as the Australian Accounting Standards Board 
(AASB) (e.g., Godfrey, Hodgson, & Holmes, 2003, p. 407). 
In 1997, the Corporate Law Economic Reform Program (CLERP proposal No. 1) 
established the FRC, the key role of which was "to ensure that the AASC [Australian 
Accounting Standards Committee ] [was] committed to, and [working] towards, 
adoption of IASC standards having regard to what is taking place in the major capital 
raising economies” (Commonwealth of Australia, 1997, p.2). However, to achieve a 
balance between the quality and comparability requirements, Australia was simply 
required by the AASB to make its existing standards comply with those issued by the 
IASC, rather than having to adopt them (e.g., Alfredson, 2002; Collett, Godfrey, & 
Hrasky, 1998). This resulted in Australia having its own version of IAS. Then, in June 
2002, following the decision by the EU to adopt IFRS, the Australian FRC made the 
decision to adopt the Australian equivalent of IFRS (A-IFRS) on the 1
st
 of January, 
2005. The primary aim of these standards was to “facilitate cross-border comparisons 
by investors, and enable Australian companies to access international capital 
markets…” (Commonwealth of Australia, 2002, p.102).  The FRC chairman, Jeff Lucy, 
summed up the momentous nature of this convergence when he said: “This is the 
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biggest change to accounting standards ever” (Buffini, 2002b cited in Howieson & 
Langfield‐Smith, 2003, p.17).  
This decision by the FRC was well received in some influential quarters. Firstly, the 
Australian government was supportive, because such a decision was consistent with the 
belief, expressed in its long-standing policy under CLERP No. 9 of 2002, that the 
implementation of A-IFRS either before or after this time would cause Australia to be 
out-of-step with the EU, its most significant partner (Commonwealth of Australia, 
2002, p.104).
7
 Secondly, the implementation of A-IFRS, with the potential to facilitate 
the flow of foreign investment, also met the requirement of Part 12 of the Australian 
Securities and Investments Commission (ASIC) Act 2001 and the Australian Stock 




2.4 Benefits of A-IFRS   
It was claimed that the national accounting standards (A-GAAP) were increasing both 
the costs for entities aiming to list in foreign capital markets, as they needed to prepare 
                                                          
7
 A major expected benefit of IAS adoption was an increase in foreign investment flows, the 
result of a reduction in the differences between the reporting systems of the various countries 
that adopted these standards. However, by 2005, the standards had been adopted by only a few 
countries (Croatia, Cyprus, Kuwait, Malta, Oman, Pakistan, Latvia, and Trinidad and Tobago), 
none of which occupied a key position in the global market. This was the main argument 
against IAS adoption in Australia before 2005 (Collett et al., 2001; McGregor, 1999; Spencer, 
1998).    
8
 The requirements of Part 12 of ASIC are; “(i) reducing the cost of capital; and (ii) enabling 
Australian entities to compete effectively overseas; and (iii) Having accounting standards that 
are clearly stated and easy to understand; and (c) to maintain investor confidence in the 
Australian economy (including its capital markets)” (ASICAct 2001, 2017, p.287). 
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two sets of financial reports, and the confusion faced by both foreign investors and 
Australian entities listed in foreign capital markets.
9
 To address these issues, the 
decision was made for Australia to apply A-IFRS (Commonwealth of Australia, 2002). 
It was expected that these standards would improve the situation by bringing with them 
a number of benefits:  
1. An enhancement in the quality of Australian financial reporting, to a level that is 
equivalent to that of best international practice; 
2. Financial reporting that is globally comparable, as well as lower reporting costs, 
as a result of companies having to produce one, rather than two, or even more, different 
sets of financial reports; 
3. Lower cost of capital, due to a reduction in the risk related to decision-making 
by investors (e.g., Camfferman & Zeff, 2007; Collett, Godfrey, & Hrasky, 2001; 
Commonwealth of Australia, 2002; Hail et al., 2010; Nobes & Parker, 2008; 
Whittington, 2005).   
On the assumption that these benefits are realised, this thesis holds that the major 
advantage of A-IFRS application is an increase in foreign investment inflows. The roles 
played by the above benefits, in achieving this key outcome, are discussed below.  
 To make informed investment decisions, investors need global accounting standards 
that produce high-quality financial reports. It is expected that A-IFRS, as a single set of 
accounting principles, would improve both the quantity and quality of disclosure, and, 
                                                          
9
 Under International Investment Position statement (IIP), foreign investment inflows include: 
1) Non-residents' investment in domestic projects in the domestic market, and 2) Non-residents' 
investment in domestic projects in the foreign market. 
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thereby, provide more relevant and reliable information to boost investor confidence. 
Researchers have consistently demonstrated that such benefits are more likely to occur 
in a country where the application of the standards is supported by a strong legal 
system, backed by a strong enforcement regime (e.g., Cheong, Kim, & Zurbruegg, 
2010; Daske et al., 2008; DeFond et al., 2011; Hail et al., 2010; Louis & Urcan, 2014). 
This clearly describes Australia – a country with common law, and Anglo-Saxon 
accounting practices that involve an investor orientated approach to accounting 
standards, both of which are backed by strong regulatory enforcement (Nobes & Parker, 
2008; p.32; Porta et al., 1998). Furthermore, Australia is a member of the IASB, with 
full voting rights, and also of the IOSCO  (Alfredson, 2003; Spencer, 1998). Empirical 
studies such as Cairns, Massoudi, Taplin, and Tarca (2011), Cheong et al. (2010), and 
Chua et al. (2012) find increases in the relevance and reliability of Australian financial 
reporting after A-IFRS convergence. 
 A-IFRS is expected to provide a common method of measuring cash flows, assets, and 
liabilities. As the number of countries adopting these standards increases, the easier it 
will be for foreign investors to compare their international investment options. This 
argument is supported by McGregor who claimed that, under A-IFRS, Australian 
entities would be able to produce financial reports that are instantly comparable with 
those of various other countries.
10
 He added that there would be a further benefit for 
Australian entities wanting to list in foreign capital markets, in countries that support 
IFRS, in that they would no longer have to produce two, or even more, sets of financial 
                                                          
10
 McGregor was an Australian member of the IASB. 
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reports. Consequently, this would lower the cost of reporting for them (Abenethy, 2002 
cited in Gerhardy, 2005).  
 Collett et al. (2001) extended the above arguments; while agreeing that foreign 
investment would be encouraged by increasing the comparability of reports, they 
further argued that this strategy would also reduce the premiums paid by investors to 
cover the risk associated with not fully understanding financial reports, due to 
information asymmetry. They concluded that this, in turn would lower the cost of 
capital and, consequently, provide an added incentive for foreign investors.  
From the above discussion, it can be seen that the benefits of A-IFRS, in terms of 
increased comparability, lower reporting costs, and increased confidence in the quality 
of financial reports, would lead to better foreign investment decisions.  
2.5 Cost of A-IFRS 
According to Dunstan (2003), one of the direct expected costs of a change in 
accounting policy is its negative impact on financial reporting, which is likely to have a 
knock-on effect on investment decision-making. As mentioned previously, Australia 
chose to apply a set of equivalent standards that are specific to Australian entities 
(Nobes, 2008b; Taylor & Tower, 2009; Zeff & Nobes, 2010). These are known as the 
Australian convergence to the International Financial Reporting Standards (A-IFRS) 
(Nobes & Zeff, 2016; Morris, Gray, Pickering, & Aisbitt, 2014), and are described as 
being “fully converged with IFRS” (Zeff & Nobes, 2010, p.181).  However, despite 
this, A-IFRS still differed substantially from the existing standards (A-GAAP) in two 
ways: 1)  through “divergence”, i.e., when A-IFRS and A-GAAP used different 
methods to deal with the same issue, and; 2) through “absence”,  that is, when the A-
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IFRS  did not cover the same accounting issues as A-GAAP (Ding, Jeanjean, & 
Stolowy, 2005, p.326).
11
 A number of studies have reviewed the quality and the 
complexity of financial reporting under A-IFRS. Of these, the most controversial and 
comprehensive, by Haswell and Langfield-Smith (2008), identified “57 serious defects” 
and criticised, in particular, the Financial Instrument Standards (AASB 132 & 139) and 
the Intangible Standard (AASB 138). In fact, their claims proved to be correct, with the 
greatest defect being due to the move to fair value accounting.
12
  Australian studies, 
such as Birt, Rankin, and Song. (2013), Ernst and Young (2005), Jones and Higgins 
(2006), Jubb (2005), and Taylor and Tower (2009), identified key standards that were 
expected to affect financial reporting. These included: 
1. AASB 138 Intangible Assets; 
2. AASB 139 Financial Instruments: Recognition and Measurement; 
3. AASB 132 Financial Instruments: Presentation and Disclosure; 
4. AASB 7: Financial Instruments: Disclosures. 
The first of these, AASB 138 Intangible Assets, is identified by several studies (e.g., 
Cheung, Evans, & Wright, 2008; Dunstan, 2003; Jubb, 2005), as the source of the most 
                                                          
11
 Nobes and Zeff (2016) claim that Australia's process of convergence is the most complex in 
the world. This is because the AASB presents options for each standard. These include options 
for: “(1) changing the designation of standards (e.g., IAS 1 becomes AASB 101); (2) inserting 
paragraphs relating to not-for-profit entities; (3) adding explanations about the Australian 
legal context (e.g., clarifying that the fair presentation ‘override’ in IAS 1 (para. 19) does not 
apply); and (4) deleting paragraphs on such issues as the scope of application of a standard 
and which old documents a standard is replacing.” (p. 285). 
12
 In terms of IFRS (A-IFRS), most financial instruments assets are recognised at fair value.  In 
terms of financial instrument liabilities, most are recognised at amortised cost, with the 
exception of derivative and financial instruments held for trading (see Armstrong et al., 2010). 
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significant changes in financial information. This standard had no prior equivalent in 
Australia (Godfrey & Koh, 2001). Cheong and Al Masum (2010) state that AASB 138 
brought about a fundamental change in the way in which intangible assets are 
recognised, measured, and treated, in Australia. For instance, the accounting treatment 
of expensing on investments in intangibles makes accounting earnings (profit) less 
representative of the real earnings (profit) of an entity. This is because, while the profits 
of an entity are understated for the year during which large investments have been made 
in intangibles, in subsequent years, they are overstated, since the economic 
consequences (i.e. income) that have resulted from the past year’s investment will have 
had no expenses charged against them. The effect of this lasts for a period of time (e.g., 
Zeghal & Mhedhbi, 2012) and may result in some entities having difficulties paying 
their existing debt covenants. This, in turn, could push the entities to adjust their 
financial statements in order to meet the requirements of the debt covenant (Rawlings, 
2004). However, in the case of MNCs, of which most have intangible assets, this effect 
of AASB 138 may encourage managers to take action to shift their company's profits to 
a country with a low tax rate. This may involve adopting strategies such as transfer 
pricing of goods and services, borrowing from their affiliates, or using other accounting 
estimation methods, to reduce their tax (e.g., Ball, Li, & Shivakumar, 2015; De Simone, 
2016; Taylor & Tower, 2011). This, in turn, makes their reported earnings unreliable. 
Hence, the true value of a business is not communicated through its financial statements 
(e.g., Cheung et al., 2008; Ernst & Young, 2005; Nobes & Schwencke, 2006). 
The second standard, AASB 139: Financial Instruments: Recognition and 
Measurement, one of the IASB’s newer and more controversial standards, is described 
as one of the “world’s most complicated rules-based standards” (e.g., Armstrong et al., 





 Taylor and Tower (2009) maintain that the principal effect of A-IFRS 
application on Australian financial reporting was due to this standard. For instance, the 
implementation of AASB 139 resulted in the recognition, by entities, of available-for-
sale investments, as well as all derivative financial instruments, both assets and 
liabilities, at fair value, on the balance sheet. The result of this was: 1) the recognition 
of unrealised economic gains, such as those from trading securities and other financial 
instruments; (2) the need to recognise in income statements the transitory losses and 
gains from the use of fair value, which may have increased the opportunities for 
managers to manipulate their financial reporting and so reduced the reliability of the 
information therein. 
 The third standard, AASB 132 Financial Instruments: Presentation and Disclosure, 
required a greater number of financial instruments to be classified as debt, rather than 
equity. In conjunction with both the use of fair value and AASB 139, this leads to an 
increase in the debt-to-equity ratio, largely due to the changes in the derivatives market. 
Taylor and Tower (2009) argue that increasing this ratio causes thin capitalisation, a 
situation where the level of debt is much greater than the level of equity capital 
(Australia Taxation Office, 2005 cited in Taylor, Tower, & Zahn, 2011). This creates 
two problems: first, exposure to high credit risk. If most assets in a company are 
financed by debt, this, unlike equity, must be repaid. Such a situation may discourage 
                                                          
13
 The complexity of IAS 39 was due to the fact that it contained an excessive number of 
exceptions, inconsistencies, and other confusing elements, which caused users to struggle to 
apply it, and, ultimately, to question its authority. Entities reported that they often had to resort 
to paying hefty fees to consultants for advice. Therefore, a decision was made by the IASB to 
replace it with IFRS 9. However, replacing such a complex standard was not a straightforward 
process. According to Hashim, Li, and O'Halloran (2016), this process was completed in 2016, 
and was due to be made mandatory as of the 1
st
 of January, 2018.  
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investors, especially debt providers, from financing such a company, which in turn may 
increase the cost of debt (Mills & Newberry, 2004). Second, a tax issue; in Australia, a 
company is allowed to deduct interest from their income, for tax purposes, when the 
debt represents 75% or less of assets (Taylor et al., 2011). Thus, increasing the total 
debt-to-equity ratio can negatively affect the motivation of entities to use debt, in the 
long term. 
The final financial instruments standard, AASB 7: Financial Instruments: Disclosures, 
is the Australian equivalent of IFRS 7 that was issued by the IASB (AASB), in 2005, to 
replace IAS 32 (AASB 132). This standard required the entities concerned to provide 
an ample quantity of high-quality disclosure concerning risk and the role of fair value 
(e.g., Bitr et al., 2013; Chung, Kim, Kim, & Yoo, 2012). The new standard, which came 
into effect in January 2007, responded to a call from stakeholders for increased 
transparency, following their experience with the complexity of AASB 139, and the use 
of derivatives. It did so by requiring increased quantitative and qualitative disclosure of 
the ways in which managers monitored and controlled the financial risk arising from the 
use of financial instruments. Hence, it addressed the demands of stakeholders for the 
kind of information that allowed them to assess an entity’s future economic 
performance, and, so, reduce investment-related risk (Barth & Landsman, 2010). 
Although financial instrument disclosures are informative for investors, the complexity 
of AASB 139, together with the additional requirement to disclose risk, under AASB 7, 
had the potential to make financial reports a complicated communication tool. The main 
purpose of disclosure regulation is to increase the amount of value-relevant information 
available to the public, on a timelier basis. However, if the additional information 
provided lacks quality, such disclosure can potentially add more 'noise', thereby making 
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it more difficult for investors to assess an entity’s true level of profitability and the 
subsequent risk this entails for them. Put simply, this means that the key information 
would be lost in the sheer volume of data. It also means that there would be increased 
compliance costs for entities (e.g., Haswell & Langfield-Smith, 2008). 
In addition to the above concerns regarding the change in accounting standards, other 
researchers argue that the solution to the uncertainty problem faced by foreign investors 
is too simplistic. They contend that a number of other factors, both exogenous and 
endogenous, such as culture, the differences from country to country, in terms of their 
taxation, political and legal systems, level of capital market development, and balance 
between debt and equity finance, could also contribute to the creation of information 
inequity between local and foreign investors.
14
 Furthermore, they argue that even with 
the adoption of international standards, these factors will continue to impact accounting 
practices (e.g., Ball & Shivakumar, 2006; Nobes, 2006; Shima & Yang, 2012; Spencer, 
1998).  
Moreover, since 2005 continuous changes have had to be made to A-IFRS, mostly 
because of the ongoing changes to IFRS, made by the IASB. A number of new A-IFRS 
standards have had to be issued and numerous others revised and reissued.
15
 This 
continual changing and updating of the standards has complicated the convergence 
process, because there is always a time-lag between the issue of any IASB standard and 
                                                          
14
 Some researchers would prefer to include differences in culture in the above factors; 
however, Nobes (2006) argues that the cultural factor is already included. 
15
 For example, AASB 6 Explorations for and Evaluation of Mineral Resources; AASB7 
Financial Instruments: Disclosures; AASB 9 Financial Instruments; AASB 8 Operating 
Segments; AASB 114 Segment Reporting; AASB 1049 Whole of Government and General 
Government Sector Financial Reporting; and AASB 101 Presentations of Financial Statements 
(see the AASB website <http://www.aasb.gov.au> for details). 
   
28 
 
that of its Australian equivalent. This process of convergence may, therefore, have an 
ongoing negative impact on the international comparability of A-IFRS reporting (e.g., 
Chand & Cummings, 2008; Zeff & Nobes, 2010).  
From the above discussion, it would appear that it was not appropriate for Australia to 
move to A-IFRS, as such a change would have had the potential to affect both the 
quality and comparability of financial reporting. Consequently, A-IFRS application 
may not have realised its main predicted benefit, that of an increase in foreign 
investment flows. 
 On the other hand, Bradbury and Baskerville (2008) reason that Australia (and New 
Zealand), unlike many other countries that adopted IFRS, already had well-developed 
accounting standards. Therefore, the Australian motivation for switching to A-IFRS 
was not to enhance the quality of accounting standards, but, rather, to ‘buy into’ a 
globally-accepted process of producing future accounting standards. This is supported 
by Hail et al. (2010), who claim that the quality of financial reporting is unlikely to 
have declined as a result of IFRS application. Nobes (2008a) also supports this, adding 
that “no plausible alternative to IFRS would be better” (p. 283). This viewpoint echoes 
that of CLERP No. 1, which declared that “[t]here is no benefit in Australia having 
unique domestic accounting standards which, because of their unfamiliarity, would not 
be understood by the rest of the world...” (Commonwealth of Australia, 1997, p. 22). 
Furthermore, Potter, Ravlic, and Wright (2013) hold that it was inappropriate to argue 
against the development of accounting standards that would provide useful information 
for decision making; however, such development comes at a cost. In this regard, 
Dunstan (2003), referring to the adoption of such standards by New Zealand, concluded 
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that even though this move would involve short-term costs, these would be outweighed 
by its long-term, net benefits. 
 When Jones and Higgins (2006), in 2003, surveyed 60 senior executives from the Top 
200 ASX- listed companies about their perceptions of the costs and benefits of A-IFRS 
application, they found that only 38% of the respondents expected the benefits to 
exceed the costs. Interestingly, the majority of these indicated that they did not believe 
that such benefits would stem either from increased access to overseas capital markets 
or reduced cost of capital. Since this somewhat pessimistic finding would seem to be at 
odds with the widely held view that A-IFRS adoption could provide significant 
benefits, both in the short and the long term, it is certainly worth investigating the issue 
empirically. 
2.6 Conclusion 
This chapter provided a context for the present study. It began by giving a brief 
background to the global adoption of IFRS, including a discussion of the anticipated 
benefits of such an event. The literature voices a general expectation that IFRS adoption 
would result in reduced information asymmetry between local and foreign investors. 
This, in turn, was expected to enhance foreign investment mobility, which was the 
main, long-term goal of IFRS adoption.  
The second part of the chapter described the background to Australia’s convergence to 
IFRS. It included a discussion of the fact that, prior to this convergence, accounting 
standards in Australia were closely aligned with IAS, and that this had been the case 
since the 1970s. In addition, the application of A-IFRS in 2005 was considered by the 
Australian government and its standard setters to be the optimal way to support 
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Australian business and to improve its capacity to compete internationally. 
Furthermore, the chapter provided a discussion of the expected benefits of A-IFRS, that 
is, the improved quality and increased global comparability of financial statements, the 
reduced cost of capital due to a reduction in the risk related to decision making, and, 
ultimately, the removal of barriers to foreign investment mobility. Finally, it outlined 
the expected costs those to be borne if the above key benefits of A-IFRS were not 
realised. This outcome was likely, because the already high quality of Australia's 
accounting standards prior to the convergence would be negatively impacted by the use 
of the new standards, especially under AASB 132, 138, 139, and 7, which are 
connected with the use of fair value.   
This thesis does not attempt to investigate, directly, the positive and negative effects of 
each standard on foreign investment decision-making; neither does it try to argue that 
A-IFRS is better than A-GAAP. Rather, what it does seek to investigate empirically is 
whether Australia's convergence to IFRS increased foreign investment inflows. The 
investigation is based on the argument that A-IFRS-based financial statements contain 
more information than those prepared under A-GAAP. This is corroborated by the 
assertion in the literature that the use of a uniform system of accounting results in 
reduced information asymmetry between local and foreign investors, which is a key 
determinant of foreign investors’ financing decisions. By controlling for 
macroeconomic conditions (RGDP, TOT, OPEN, EXCH, INT, and other financial 
crisis), the study is able to analyse any identified increases in foreign investment 
inflows (debt and equity) and present the findings as evidence that A-IFRS did attract 
increased foreign investment.   
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The next chapter reviews the evidence from both the international and Australian 
perspectives of the effects of the application of IFRS/A-IFRS on capital markets, 
including foreign investment. 
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CHAPTER 3: Literature Review 
3.1 Introduction 
Investors aim to invest abroad, because doing so involves higher returns and/or lower 
risk. However, these benefits are associated with certain costs, incurred as a result of 
the information asymmetry between these foreign investors and their local counterparts 
(Young & Guenther, 2003). Such information asymmetry arises from the differences in 
accounting systems from country to country, and results in foreign investor uncertainty 
about the quality of the accounting information (Beneish & Yohn 2008). As a result, 
foreign investors are forced to pay high costs to have this information processed into a 
recognisable format. Such asymmetry could be reduced by the adoption of a uniform 
set of global accounting standards, that is, IFRS (Beneish & Yohn 2008). However, 
investors are not equal in terms of their objectives, needs, or even their roles in the 
entities, and, therefore, may react differently to any such reduction in information 
asymmetry (e.g., Goldstein & Razin, 2006; Razin et al., 1998). Consequently, in this 
thesis, which seeks to understand the effect of IFRS on foreign investment, care has 
been taken to distinguish between the different types of investor. 
Consistent with the objective of the thesis, this chapter reviews studies that have 
demonstrated a link between IFRS and foreign investment. These studies are divided 
into two groups: in Section 2, the theoretical and empirical studies that highlight the 
important role of information in foreign investment are reviewed, while Section 3 
considers those that examine the effect of IFRS on foreign investment. The latter are 
divided into three groups on the basis of the particular foreign investment aggregate 
they explored: i) portfolio equity; ii) direct equity; and iii) debts. Each group is 
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reviewed in turn. This section ends with a review of other relevant capital market 
studies. Finally, Section 4 identifies any gaps in the existing research, before providing 
a conclusion to the chapter. 
3.2 Foreign Investment 
 There is a considerable body of theoretical and empirical evidence to suggest that 
information asymmetry between local and foreign investors, impairs foreign investment 
mobility. For example, a theoretical, macro-level model of this asymmetry, which was 
developed by Gordon and Bovenberg (1996), presents a compelling explanation of the 
home bias in international capital markets. The fundamental assumption underlying this 
model is that, because of the information disadvantage, foreign investors face what is 
known as the “lemons problem”.16 In situations in which investors face information 
asymmetry in foreign capital markets, they are unable to observe the future cash flow of 
their investments. Therefore, they are prepared to pay no more than an average price for 
such equity. This favours low-value firms ('lemons') that wish to sell equity at an 
average value. Hence, foreign investors become increasingly reluctant to engage in 
cross-border investment. This phenomenon implies that foreign-investment decisions 
are driven more by information asymmetry than by price. In support of this, Australian 
equity home bias is empirically investigated by Mishra (2008), using the 2001-2005 
dataset of the IMF.  It is revealed that Australian foreign equity is largely determined by 
                                                          
16
 The concept of the 'lemon problem' was first introduced by Akerlof (1970). According to 
him, the information asymmetry between the consumer and the payer causes an adverse-
selection problem, because consumers, having no information about the quality of a product, 
are, therefore, only willing to pay an average price. Because of this, it is more likely that poor-
quality products (i.e.'lemons') will be offered for sale rather than good-quality products.  
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foreign firms listing their shares on the domestic market. This is because the lower cost 
of information for local investors makes such foreign firms more accessible to them. 
Such a finding supports those of earlier studies by Kang and Stulz (1997) and Jiang and 
Kim (2004), who show that Japanese firms with high information asymmetry have low 
international ownership (by non-Japanese investors), and vice versa. In both studies, the 
conclusion is that because international ownership is sensitive to information 
asymmetry, it is chiefly attracted to information-rich firms, that is, those with a strong 
history of accounting performance. Similarly, Ahearne, Griever and Warnock (2004) 
identify the differences between countries in terms of accounting information, as the 
key factor influencing the bias in equity holdings in the US. 
To investigate the effect of transaction costs on foreign investment, Martin and Rey 
(2004) devise a comprehensive framework that models international trade in assets. 
This is based on their belief that “imperfect substitution of assets”, in conjunction with 
increased transaction costs, affects the price of assets, and, consequently, the level of 
demand for them. Using this model, they analyse the effect of transaction costs on asset 
trade, in a two-country study. Their findings show that the cost of transactions reflects 
the information asymmetry between foreign and domestic investors and results in low 
asset prices (equity), thereby causing demand for foreign assets to fall. This relationship 
is empirically investigated by Thapa and Poshakwale (2010). They identify the 
significant effect of transaction costs (i.e., those arising from commissions, fees, and 
market impact) on foreign-equity portfolio investment, in 36 countries. Their findings 
suggest that, if policy-makers were to lower transaction costs, these countries could 
expect to attract more foreign equity portfolio investment.  
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Other studies provide theoretical and empirical explanations of how information 
asymmetry might affect foreign investors, differently. Their premise is that investors 
are not equal in terms of their objectives, needs, or even their roles in the entities.   
They argue that because of this, it is important for studies to distinguish between the 
various types of investor. For example, as foreign direct investors own 10% or more of 
a firm’s shares, they are able to completely circumvent informational problems, since 
such ownership gives them access to private information concerning that company’s 
true productivity. Meanwhile, investors in portfolio debt and equity, who own less than 
10% of the shares, have no such privileged access and are, therefore, informationally 
disadvantaged. Given this situation, foreign direct investment is the preferred method of 
financing, followed by debt and then portfolio equity (Razin et al., 1998). In support of 
this, Goldstein and Razin (2006) find that the high degree of information transparency 
in developed economies reduces information asymmetry, thereby making portfolio 
investment more attractive to investors, than direct investment. 
Another comprehensive study of this topic is conducted by Daude and Fratzscher 
(2008), using bilateral capital stocks from 77 countries, including Australia. They 
examine four general categories of institutional investors: those in foreign direct 
investment, portfolio equity, portfolio debt, and loans. Unlike Goldstein and Razin 
(2006), they find that information asymmetry has a substantially greater effect on 
foreign direct investment and loans, than on portfolio investment. However, in contrast 
to direct investment, portfolio investment is found to be sensitive to the quality of a 
country’s institutional factors. This study is relevant to the present thesis, in that both 
consider more than one disaggregated foreign investment. In addition, both use 
information asymmetry to explain changes in foreign investment inflow. However, the 
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present study uses more disaggregated components of foreign investment than have 
been used to date in the literature, and it also seeks to establish a link between changes 
in foreign investment inflows and the convergence of Australian standards to A-IFRS.   
With a focus on the debt market, a recent study by Abad, Sánchez-Ballesta, and Yagüe 
(2017) investigates the relationship between information asymmetry and debt- 
investment decisions in Spanish-listed, non- financial firms. They find that information 
asymmetry leads to a shorter debt-maturity and greater difficulty for firms, in accessing 
both public and bank debt. To overcome such limitations, these firms turn to trade 
credit as an alternative source of short-term finance. It is important to mention that the 
study does not distinguish between local and foreign investment. The effect of social 
trust as a measure of information asymmetry on the financial decision is studied by 
Levine, Lin, and Xie (2016). Analysing data from 34 countries for the period 1990–
2011, they find that, during financial crises, liquidity-dependent firms in high-trust 
economies succeed in obtaining more trade credit than those in low-trust economies. 
They conclude, therefore, that the greater degree of social trust that exists during times 
of financial crisis facilitates access to informal finance.  
In conclusion, theoretical and empirical financial studies show that investment mobility 
across borders is affected by information asymmetry and, perhaps more importantly, by 
the accounting differences between countries. In addition, they indicate that this effect 
varies according to the type of investment.  
The following section reviews studies that have demonstrated a link between the 
introduction of IFRS and changes in foreign investment. 
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3.3 IFRS and Foreign Investment 
Accounting information is critical for foreign investment decision making. It is not 
surprising, therefore, that economies that do not have in place a financial reporting 
system that can provide potential investors with relevant, reliable, and comparable 
information are experiencing considerable difficulty in attracting foreign investment 
(Akisik & Pfeiffer, 2009). In addition, as there is a great deal of variation in accounting 
standards and disclosure requirements, from country to country, foreign investors are 
aware of being informationally disadvantaged compared to local investors. A single 
accounting regime such as IFRS is expected to reduce such differences in accounting 
standards, increase the comparability of accounting information, enhance investors’ 
understanding of international financial reporting, and thereby increase investor 
confidence in investing abroad. This section examines the arguments in previous 
literature that explore the links between IFRS and foreign investment by considering 
three main types of investment: 1) portfolio equity; 2) direct equity; and 3) debt. Each 
type is reviewed in turn. 
3.3.1 Foreign Portfolio Equity 
Portfolio equity, unlike other types of investment, provides a direct way of accessing 
capital markets, and, therefore, is a source of both liquidity and flexibility. The result is 
a reduction in the cost of capital (IMF, 2009). However, it has been said that investors 
in portfolio equity face more information asymmetry than those in other types of 
investment. This is because their ownership of less than 10% of an entity’s shares 
means that they have, at best, only a limited role in the entity’s decision-making and no 
right to access insider information (e.g., Razin et al., 1998). Therefore, the reduction in 
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asymmetry under IFRS due to their demands for increased disclosure, improved 
accounting and auditing standards, and use of international auditors is expected to 
enable foreign portfolio equity providers to manage their projects more efficiently and, 
ultimately, to grow their investments (Choi, Lam, Sami, & Zhou, 2013).  
A substantial number of studies have examined the role played by accounting systems 
in attracting foreign portfolio equity. Choi and Levich (1991) use a survey to 
investigate the effects that the differences between national accounting systems had on 
the market decisions made by foreign investors in Germany, Japan, Switzerland, the 
UK and the US. As they believe that such differences have a greater effect on equity 
than debt, they focus more on equity investments than bonds. Roughly half of the 
participants surveyed in the study, felt that differences between international accounting 
standards influenced their market decisions. They also agree that the asymmetry created 
by such differences, might affect the pricing of securities and the composition of 
foreign portfolios.  
Salter (1998) investigates the effect of corporate financial disclosure made in 
accordance with the international financial reporting index (IFRI), on foreign 
investment. The key questions raised in this study are, firstly, whether firms in 
developed countries have levels of disclosure that differ from those in emerging 
countries, and secondly, if so, what effect these differences have on foreign investment 
inflows. Using comprehensive data for the years 1991, 1993, and 1995, obtained from 
the Centre for International Financial Analysis and Research (CIFAR), and disclosure 
indices for industrial firms in 33 of the world’s emerging and developed markets, the 
author finds that the disclosure by firms in the former type of market is greater than that 
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by firms in the latter. Salter (1998) concludes that increased disclosure may be regarded 
as an effective tool for a country to use, to attract more foreign portfolio investment.  
The adoption of IAS (or the US-GAAP, in the case of non-US entities) is studied by 
Ashbaugh (2001), using non-US firms listed on the London Stock Exchange (LSX). 
The results reveal that such companies attracted greater foreign equity, because they 
could provide more standardised information. It is also found that companies that adopt 
IAS, trade in more foreign equity markets, issue more equity, and provide more 
standardised information than companies that use only their domestic reporting 
systems.  
In a similar vein, the association between home bias and the choice of accounting 
methods of US investors that invest in non-US companies is investigated by Bradshaw, 
Bushee, and Miller (2004). They suggest that this association is driven by two factors: 
firstly, the degree to which the information that these investors access is familiar to 
them; and secondly, the use of the US GAAP as their preferred accounting system. 
Accordingly, the assumption is that US investors will demonstrate a preference for 
firms using accounting rules that are similar to those of the US GAAP, as these are 
more likely to produce information in a familiar format, which they can interpret easily, 
as a basis for decision-making. To test this, data from a cross-sectional sample of firms 
from 13 countries are examined. The finding is a significant one: when conformity is 
high, US investment is also high. This result fits with the frameworks devised by 
Gordon and Bovenberg (1996) and Martin and Rey (2004), and suggests that the degree 
to which accounting practices are standardised is a crucial factor in investors’ decisions 
to invest in foreign companies. 
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The notion that the voluntary adoption of IAS attracts more foreign investment is also 
examined by Covrig, Defond, and Hung (2007). The authors study mutual funds from 
29 countries for the period 1999–2002. These are measured using two methods: the first 
is to establish the total number of shares owned by the mutual funds, which is then 
divided by the total number of shares outstanding; the second is using the natural 
logarithm of the number of mutual funds invested in the company. Both methods 
establish that switching to IAS significantly affects the level of foreign mutual fund 
ownership because of the better quality of information provided by such standards. In 
this way, home bias by foreign investors is mitigated and cross-border foreign capital 
mobility is facilitated. This is supported by the findings of Biscarri and Espinosa 
(2008), which suggest that a uniform set of global accounting standards is vital 
dimension of financial integration and, furthermore, that such integration would lead to 
more precise pricing of foreign assets and, ultimately, to improved efficiency in the 
allocation of foreign funds. 
Another study, by Yu and Wahid (2014), examines mutual funds companies in 28 
IFRS- and non-IRFS-adopting countries for the period 2000–2007. They find that after 
companies adopt IFRS, they experience a significant increase in foreign mutual funds. 
The authors suggest that the harmonisation of accounting reporting between countries 
plays a more important role in attracting foreign investment than does the improvement 
of domestic accounting systems. They further suggest that IFRS adoption leads to 
improved comparability of financial information, thereby, reducing the information 
processing costs paid by foreign investors. This, in turn, increases cross-border 
holdings, even in countries with weak investor protection. Consistent with this notion, 
DeFond et al. (2011) finds that foreign mutual-fund ownership increases when 
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comparability of information is improved by mandatory IFRS adoption. The study by 
Yu and Wahid (2014) and the present study both use a direct measurement method to 
estimate the effect of IFRS, that is, the change in foreign investment post-adoption. 
However, in the present study, the extent of this change is established by measuring the 
level of foreign investment, rather than using a ratio. Furthermore, this thesis focuses on 
a single country and uses the time series data of a number of different components of 
foreign investment.  
At the macroeconomic level, Amiram (2012) postulates that switching to IFRS would 
enable countries to attract more foreign portfolio equity, as, with a common set of 
global accounting rules, investors would be able to make decisions more easily. The 
study uses a gravity model based on cross-sectional data for 2000–2006 from 73 
countries, which were obtained from the Coordinated Portfolio Investment Survey 
(CPIS), conducted by the IMF. The findings confirm that a positive relationship does, 
in fact, exist between IFRS adoption and foreign investment, and that it is stronger 
when a group of countries share a common language, culture, and legal system. This 
supports the study’s hypothesis, that the use of a uniform, global accounting system 
enables a country to attract more foreign investment. 
In the US, Akisik and Pfeiffer (2009) investigate the trade-off between direct 
investment and portfolio investment (debt and equity) in foreign, developed and 
developing countries by US investors. They focus, particularly on the role played in this 
by accounting quality and corporate governance. Using IFRS and the US-GAAP as 
measures of the quality of financial reporting, they find that there is a strong positive 
relationship between portfolio investment and the quality of accounting standards, 
measured as a dummy variable for both IFRS and the US-GAAP. Moreover, this 
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correlation is more significant in countries with a strong level of enforcement.  Similar 
to Akisik and Pfeiffer (2009), Shima and Gordon (2011) build their hypothesis on the 
assumption that, “IFRS is considered an internationally accepted accounting standard, 
comparable to US GAAP [ and]…[w]hile some differences exist between the two, US 
investors would likely find IFRS statements more familiar than ones prepared under a 
country’s prior, home GAAP”(p. 482). They use data from 44 countries for the period 
2003–2006 and measure the adoption of IFRS as a dummy variable equal either to 1 or 
to 0. Like those of Akisik and Pfeiffer (2009), their findings suggest that IFRS adoption 
by a country with a strong level of enforcement attracts US portfolio equity to that 
country.  
Overall, the above studies provide evidence that IAS/IFRS has an effect on foreign 
portfolio equity, due to the enhanced information environment that is created by the 
increased disclosure and improved comparability under such standards. However, this 
effect is associated only with countries that have a strong level of enforcement. 
3.3.2 Foreign Direct Equity 
 Foreign direct equity arises when foreign investors own 10% or more of a local entity’s 
shares. In this way, they gain control of, or, at the very least, a significant level of 
influence over, management decisions (IMF, 2009, paragraph 6.9). In view of this, such 
investors, therefore, behave differently from those in other forms of investment (IMF, 
2009, paragraph 6.10). For example, they have the right to obtain insider information, 
so their investment is less affected by information asymmetry than other components of 
foreign investment. Therefore, when there is an issue with information asymmetry in 
the host country, direct investment is undertaken so that an entity’s business activities 
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may be monitored more closely (e.g., Muniandy, 2016; Razin et al., 1998). In view of 
this, it is expected that IFRS would have a negative or nil effect on foreign direct 
investment. This hypothesis is investigated by a number of studies. The study by 
DeFond, Gao, Li, and Xia (2014), examines the effect of IFRS adoption by China, on 
its foreign investment. The study uses panel data for the pre-adoption years (2005 and 
2006) and the post-adoption years (2007 and 2008). Three firm-level measures are used 
to gauge foreign investment: (1) a binary variable, indicating whether or not foreign 
firms hold stock in locally listed firms; (2) the number of foreign firms holding stock in 
the firm; and (3) the percentage of the firm’s shares that are owned by foreign firms. It 
was found that, after IFRS adoption, there is a drop in foreign institutional investment, 
especially among certain Chinese firms that have more opportunities to take unfair 
advantage of the fair-value provisions under IFRS, by manipulating them to increase 
their profits. 
Another study, by Louis and Urcan (2014), examines whether a country’s adoption of 
IFRS increases its cross-border acquisitions and, if so, whether this increase is driven 
simply by the adoption itself, or rather by the way in which it is enforced. They 
conclude that IFRS adoption does lead to an increase in foreign investment inflow, thus 
benefiting adopting countries. The results also suggest that the effect of IFRS is likely 
driven more by the use of a common reporting system than by the improvement in the 
quality of reporting of individual firms. However, they also found that this result is 
more significant in countries where the adoption of IFRS is voluntary.  
The role of IFRS adoption in Europe, from a macroeconomic perspective, is explored 
by Márquez-Ramos (2011), who focusing on the impact on international trade and 
foreign direct investment. Using 12-years’ worth of data, she demonstrates that there is 
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a positive relationship between accounting harmonisation and foreign investment. The 
results also show that, since 2002, there has been an increase in both trade in goods and 
FDI inflows in adopting countries. A similar result is found by Chen et al. (2014) in 
their study of 30 OECD countries for 2001– 2005. 
An earlier study was conducted by Young and Guenther (2003). Although not directly 
related to IFRS, it examines the relationship between foreign direct investment and 
financial reporting environments. The authors argue that the biggest potential barrier to 
foreign capital mobility is the asymmetric information environment resulting from the 
country-to-country variations in accounting standards, regulatory environments, and 
disclosure requirements. The study is based on the assumption that when accounting 
disclosure is of high quality, foreign capital mobility in turn, is high. A number of 
methods are employed in the study, to measure a country’s level of foreign capital 
mobility: one is based on a consumption-based empirical framework, and another is an 
international CAPM-based approach. The latter method uses the link between direct 
investment inflows and the opportunity for the country to attract foreign investment. 
The study finds that, of the 23 countries investigated, those who make more disclosures 
attract a higher level of foreign direct investment, especially those of which the rules for 
financial reporting are not aligned with those for tax accounting. Thus, it is evident that 
the tax accounting rules are more important for foreign investment than the level of 
disclosure itself. 
The interaction between IFRS, corporate governance, and foreign direct investment 
inflows is examined by Farooque and Yarram (2010). Using the 2004 data from a large 
sample of countries, as well as a number of control variables, such as accounting 
disclosure, property rights, and openness of markets, they conclude that IFRS adoption 
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has a significant impact on corporate governance, but not on foreign direct investment 
However, they believe that, once the quality of governance has been improved, the 
adoption of IFRS then allows greater mobility of capital across borders. Farooque and 
Yarram (2013) extend the above study by focusing on the period 1996–2007. As with 
their earlier study, a positive association between FDI and governance is again 
established. In addition, while governance is found to be affected by IFRS, there is no 
evidence of a direct link between FDI and IFRS. The conclusion of the study stresses 
the importance of improving governance at the macro level. Akisik and Pfeiffer (2009), 
also, find no effect of adopting US-GAAP or IFRS on US direct investment in foreign 
entities. Gordon et al. (2012) study 124 countries, for the period 1996–2009 and find 
that foreign direct investment does increase when IFRS is adopted, but only in cases in 
which the adopting country is a developing one and there is a considerable difference 
between its GAAP and the newly-adopted standards. As in the present thesis, Gordon et 
al. (2012) consider IFRS adoption as an event, in order to estimate its effect on foreign 
direct investment. Similar to the present study, they undertake a univariate comparison 
of the periods before and after adoption; however, this is done for both developing and 
developed countries, rather than for a single country.   
Similar to Gordon et al. (2012), Efobi, Nnadi, Odebiyi, and Beecroft (2014) investigate 
whether adopting IFRS results in firms attracting increased foreign direct investment; 
however, this study is conducted within an African institutional framework. The authors 
claim that African countries generally suffer from institutional corruption; therefore, 
given this poor institutional quality, the question they attempt to answer is what effect 
IFRS adoption has on foreign direct investment in such countries. Forty-Two African 
countries are studied for the period 2001–2012. Two estimation methods are applied: 
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the feasible generalised least square technique and the general method in the moment 
system. The outcomes indicate that the benefits of adopting IFRS, for African countries 
that have a developed institutional framework compared to those possessing a static one 
is an improvement of over 200% in foreign direct investment flow. 
A different approach is used by Ramanna and Sletten (2014) to examine the network 
benefits of IFRS adoption from a network theory perspective. Their study raises the 
important question of why countries voluntarily adopt IFRS. They hypothesise that 
“perceived network benefits from the extant worldwide adoption of IFRS can explain 
part of countries’ shift away from local accounting standards” (p. 1517). This means 
that as the number of adopting countries increases, so too does foreign investment. This 
increase in FDI is believed to be facilitated by the ability of IFRS to reduce information 
asymmetry between local and foreign investors, as both use IFRS. The study uses a 
sample of 92 countries (including Australia) for the period 2003–2008. As in the 
present study, the benefits of IFRS are measured by identifying changes in foreign 
direct investment, foreign equity portfolio investment, and foreign trade; however, 
because of a lack of data, only foreign trade is used. Moreover, a dummy variable is 
used to identify the window of IFRS adoption, taking a value of 1 for countries that 
adopted IFRS in 2003, and 2 for countries that adopted IFRS in 2004, and so on. The 
results are consistent with the hypothesis. The results also suggest that the benefits of 
adopting the new standards can be realised even in a country in which high-quality 
accountant standards were in operation, prior to IFRS adoption. 
Overall, unlike the results for portfolio equity, the evidence of an association between 
IFRS adoption and increased direct investment is mixed. The findings are often found 
to apply to developing countries rather than developed countries, and, then, only when 
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there is a considerable difference between their local accounting standards and IFRS. 
Moreover, while the level of national institutional enforcement plays a key role in 
attracting portfolio equity, under IFRS, it has less effect on direct equity. Finally, it is 
found that taxation can play an important role in attracting direct investment. Countries, 
in which rules for financial accounting are not aligned with those for tax accounting 
succeed in attracting more foreign direct investment than those in which there is 
alignment of such rules.  This seems to indicate a relationship between the tax rate in 
the host country and the amount of direct investment it attracts, a finding that could 
have serious implications for Australia, a country with one of the highest tax rates in the 
world. It is important to mention here that in some resource-rich’ countries, such as 
Australia, where foreign direct investment is supposed to be attracted, there is a high 
level of restrictions affecting the level of such investment in an attempt to protect the 
country’s natural resources, especially those exploited by the mining sector. Golub, 
Hajkova, Mirza, Nicoletti, and Yoo (2003) estimate that Australia could attract 
approximately 45% more foreign direct investment than it does, by lowering foreign 
direct investment restrictions to the same level as those of the UK. Yet, this situation 
persists, despite the fact that Australia was ranked 14
th
 in the world, between 1996 and 
2005 in terms of being the most attractive investment destination (OECD, 2006, p. 21). 
These factors also need to be considered in interpreted the results. 
3.3.3 Foreign Debts 
 Debt and equity differ in the type of liability and risk associated with them. While 
equity gives the investor a claim on an entity’s assets, debt involves the entity having to 
pay back the principal and/or interest, usually according to a predetermined formula. 
This system of debt repayment is designed to limit the creditor’s exposure to risk. 
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However, as in equity, where the entity’s performance is important for debt obligation, 
it is also largely dependent on other variables such as the interest rate and risk level 
(IMF, 2009, paragraph 5.32). Therefore, IFRS adoption may affect equity and debt 
differently. 
According to the IMF (2009), foreign debt can be classified into five components: 
direct debt, portfolio debt, loans, derivatives, and other debt. The literature related to 
each of these is reviewed below.   
3.3.3.1 Foreign Direct Debt 
The term 'foreign direct debt' refers to lending and borrowing transactions between 
overseas, non-financial affiliates and, as such, it can be used by those who invest in it to 
access insider information (IMF, 2009).
17
 It may also be used to gain an advantage, 
such as a taxation benefit (Avdjiev, Chui, & Shin, 2014). For these reasons, foreign 
direct debt may react differently from other debt components to IFRS adoption. 
According to Kayis-Kumar (2015), the differences in tax rates across borders 
“incentivises multinational enterprises (MNEs) to finance their high-tax jurisdiction 
affiliates with excessive debt, thereby reducing their tax liability in those jurisdictions” 
(p.301). This strategy is called income-shifting, and it creates what is called 'thin 
capitalisation', a phenomenon that occurs when a company uses more debt than equity 
to finance its assets as a way of reducing its income tax, since it can then claim the 
interest payments as a tax deduction. The first study to investigate how such thin 
capitalisation is affected by IFRS adoption is that of Taylor and Tower (2009). They 
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 In financial corporations, all debt contracts between affiliates are considered to be portfolio 
or other investments. (IMF, 2009, p.105) 
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argue that using fair value as a measure of financial assets and liabilities involves 
significant assumptions by management. The result, therefore, is inherent uncertainty 
about the true value of assets, liabilities and equity, which, in turn, may affect the 
company’s thin-capitalisation position. Using a sample of 105 listed companies, the 
researchers find that “although the introduction of [A-IFRS] had a significant impact on 
the thin capitalisation position of Australian listed firms, there [was] only one company 
within the sample set of 105 that potentially [did] not comply with those provisions, as 
a direct result of [A-IFRS] adoption” (p.50). 
Another study, by Taylor et al. (2011), investigates the relationship between the amount 
of financial instrument disclosure made by a company and its international tax 
characteristics, using a sample of Australian publicly listed resource companies, of 
which most are MNC for the period 2003–2006. The authors argue that A-IFRS has the 
potential to affect a firm’s thin capitalisation. This is because, if such a firm is operating 
globally as part of an international group of corporations, there is a greater incentive for 
it to use direct debt to shift its profits from a country with a high tax-rate, such as 
Australia, to one where the tax-rate is lower, such as the US. Therefore, the researchers 
predict that the prospect of receiving tax benefits by income-shifting may encourage 
managers to reduce the amount of information disclosure they make regarding their 
financing arrangements and associated financial instruments. These findings confirm 
the prediction, and raise an important concern about the link between international tax 
structures and disclosure patterns. In their 2013 study, Richardson, Taylor, and Lanis 
examine the determinants of the thinly-capitalised structures of 203 publicly listed 
Australian firms for the 2006–2009 period (the equivalent of 812 firm-years). It was 
during this time that Australia started to use A-IFRS. The results indicate that a firm’s 
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thin-capitalisation position is significantly associated with its multi-national status, use 
of tax-havens, withholding of taxes, and tax uncertainty. Of these factors, the first two 
have the strongest association with thin capitalisation. This is further supported by 
Taylor and Richardson (2014). 
At an international level, De Simone (2016) investigates whether the adoption of IFRS 
by affiliates of MNC facilitates tax-motivated income-shifting. The author assumes that 
this income-shifting is undertaken either by: (i) a company’s use of a ‘flexible’ method 
of estimating profits, so as to give it the appearance of having achieved a lower bottom-
line in the high-tax country; or (ii) using a transfer-pricing method for goods and 
services, and internal debt (FDD) between the affiliates, in order to shift profits to a 
low-tax country. Under IFRS, increased comparability and disclosure, in conjunction 
with more stringent auditing of transfer-pricing and adjustment, should, in fact, reduce 
the opportunity for a company to use either of these methods (e.g., Ernst & Young, 
2005; Taylor & Tower, 2011). However, the findings of De Simone (2016) provide 
significant evidence that IFRS adoption by affiliates does facilitate tax-motivated 
changes in reported pre-tax profits. Nevertheless, De Simone does note that such 
changes are only possible for a couple of years after IFRS adoption. Consequently, if 
the increase in income-shifting stems mainly from using FDD, as the only legal way for 
MNCs to shift their profits, the increase should be considered the result of increased 
information transparency. This could also explain why such an effect occurred with a 
lag at the time of mandatory IFRS adoption, as, from that point, all companies would 
have had to present their financial positions according to IFRS. In support of this, 
Márquez-Ramos (2011) identifies a significant increase in direct debt, following IFRS 
adoption by the EU countries, which may be associated with a decrease in information 
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asymmetry. She concludes that “the adoption of a high-quality set of harmonised 
accounting standards fosters trade and [attracts] FDI, as the improvement in 
accounting information, in turn, fosters financial transparency and comparability, and 
reduces information asymmetries and unfamiliarity among agents in different 
countries.” (p. 56). 
3.3.3.2 Foreign Portfolio Debt and Loan 
Portfolio investment is usually defined as “cross border transactions and positions 
involving debt… other than those included in direct investment…” and consists of 
bonds and money-market instruments (IMF, 2009, paragraph 6.54). Loans, on the other 
hand are “financial assets that (a) are created when a creditor lends funds directly to a 
debtor, and (b) are evidenced by documents that are not negotiable” (IMF, 2009, 
paragraph 5.51). Like portfolio investment, it, too, is classified according to the length 
of time it takes to mature, that is, as a short- or long-term loan.
18
 
In a more recent study, Florou and Kosi (2015) investigate the association between the 
adoption of IFRS and borrowing decisions involving both bonds and loans. They 
predict that IFRS adopters are more likely to access public bonds, rather than private 
loans and so experience a decrease in bond-yield spread. The reason is the higher 
quality and greater comparability of their financial reporting. However, if IAS 39- 
Financial Instruments: Recognition and Measurement implementation, in conjunction 
with the introduction of fair-value use, affects the reliability of financial reporting under 
                                                          
18
 Under AASB 139 (IAS 39), the ways in which portfolio debt and loans are valuated are 
different: portfolio debt is measured using fair value while loans are measured using the 
amortising value (Armstrong et al., 2010; Taylor et al., 2009). 
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IFRS, the outcome could be negative. They use samples from 16 countries, including 
Australia, for the period 2002–2007. The results are significant, supporting the notion 
that IFRS adoption increases the quality of financial reports and, therefore, the 
reliability of the accounting information contained within them. Consistent with the 
findings of previous research concerning portfolio equity, these results apply only to 
countries with a relatively more developed enforcement mechanism, tighter control of 
corruption, and lower financial risk.  Furthermore, the findings suggest that adoption of 
IFRS increases a firm’s value by reducing the cost of public debt. This is consistent 
with the results of Bharath, Sunder, and Sunder (2008), that firms with poor-quality 
accounting systems tend to borrow from private rather than public markets. They also 
find that there is an association between the poor quality of an accounting system and 
an increase in the cost of capital debt, which is more significant for bonds than loans.  
Kim et al. (2011) also investigate the effect of IFRS on the information asymmetry 
between lenders and borrowers. They study the association between the voluntary 
adoption of IFRS and loan contracting, focusing on non-US borrowers from 40 
countries for the period 1997–2005. They find that IFRS adopters are charged lower 
loan rates than non-adopters. In addition, the former are more often offered non-price 
terms such as loan size and collateralisation by banks than are the latter. Also, IFRS 
adopters are more attractive to foreign lenders than non-adopters. The conclusion is that 
IFRS adoption results in increased disclosure by borrowers, thereby allowing lenders to 
more accurately estimate the quality of credit. This leads to increased debtor 
participation in foreign loan markets. This finding is further support by Brown (2014), 
Chan, Hsu, and Lee, (2013), and Chen, Chin, Wang, and Yao (2015).  
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Ball et al. (2015) arrive at a different result to Florou and Kosi (2015). They study the 
effect of IFRS information on debt markets in bonds and loans in a number of 
countries, including Australia. They focus on the change in debt-contracting around the 
date of IFRS adoption, especially under the application of IAS 39: Financial 
Instruments: Recognition and Measurement. They argue that the gains and losses, 
resulting from the use of fair value and re-recognition of some financial instrument 
elements, under this standard may make the information in financial reports less reliable 
for debt contracting. In this case, IFRS adopters would be more likely to use private 
loans than to access public bonds. Moreover, the option under IFRS to use fair value to 
evaluate certain financial liabilities makes it less useful in debt contracting. This is 
because debt contracts stipulate that principal and interest must be repaid, rather than 
the fair value of the debt. Furthermore, using fair value may provide managers with 
more opportunities to manipulate their firms’ financial reporting. The authors assume 
that there will be less need for future renegotiation if the regulatory changes resulting 
from IFRS introduction improve reporting quality and, thus, reduce information 
asymmetry before the loan is contracted. This, in turn, will reduce the demand for debt 
covenants both accounting and non-accounting. The findings show that while there is 
an increase in the number of accounting covenants for bonds, loans show different 
results, with a decrease in the number of accounting covenants, and, conversely, an 
increase in non-accounting covenants. The suggestion is that the increased use of fair 
value under IFRS causes a transitory shock in earnings, which decreases the reliability 
of financial reporting destined for firms/banks. It is worth noting that, although the 
study investigates the effect of IFRS on debt investment, it does not specify whether the 
bonds and loans are local or foreign.  
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One of the most important and oft-cited studies in accounting literature, by Ball, Robin, 
and Sadka (2008), seeks to determine whether the quality of accounting standards has a 
greater effect on debt or equity markets. While this study is not related to either IFRS or 
foreign investment, it does have a connection to the present study, as both investigate 
the effects of financial reporting on debt and equity markets. The study looks at the 
quality of financial reporting, including timeliness, as well as whether financial 
statements are more useful to lenders or shareholders. In doing this, the authors assume 
that as timely financial reporting is a costly activity, it is dependent on demand, which 
they measure in the study by market size. Analysing the cross-sectional data from 22 
countries, they conclude that the characteristics of financial reporting are, primarily, a 
response to the demands of the debt market. Ball et al. (2008) suggest that increasing 
demand for financial reporting by debt markets puts firms and their accountants under 
pressure to produce financial reports in a more timely manner. In terms of IFRS, Barth 
et al. (2008) confirm that the adoption of IFRS by 21 EU countries is associated with a 
higher quality of information in terms of less earnings management, more timely loss 
recognition, and more value-relevance of accounting figures than was the application of 
the domestic standards. In Australia, Chua et al. (2012) also identifies an impact, 
following the application of A-IFRS, on the accounting quality that is positive in the 
sense that there is less income-smoothing, improved timeliness of loss recognition, and 
increased value-relevance of information in financial statements, especially in non-
financial firms.   
 At the macroeconomic level, there is scant empirical evidence regarding the effect of 
IFRS on debt. One notable exception is a study by Beneish et al. (2015), which builds 
on the work of Ball et al. (2008) by investigating whether the adoption of IFRS impacts 
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debt and equity markets differently. They predict that since debt contracting is based 
explicitly on information disclosed in reports concerning company performance, 
holders of debt bonds are, therefore, greater consumers of financial reporting than those 
who invest in portfolio equity. This is because, while the latter also rely on such 
information, they are not contractually tied to it. They argue further that, as the debt 
market is considerably larger than the equity market in the vast majority of adopting 
countries, it cannot be ignored by any study that aims to capture the potential effects of 
IFRS adoption on capital markets. As with the present thesis, this study measures the 
change in debt and equity components of foreign investment by comparing levels 
before and after IFRS adoption. Similar to most studies in the literature, a pre–post 
design is used, with the dummy variable equal to 1 during 2006 and 2007, and zero 
during 2003 and 2004. The authors find that debt is, in fact, more affected by IFRS 
adoption than equity, thereby confirming the prediction. Moreover, their results show 
that, unlike foreign debt, foreign equity flows increase only when a country is perceived 
as having strong governance prior to its adoption of IFRS. In contrast to Yu and Whihd 
(2014), Beneish et al. (2015) conclude that the observed effect of IFRS adoption is 
more likely to stem from the quality rather than the comparability of financial 
information. However, it should be noted that the study does have some limitations, as 
it uses only short-term data and a small sample of countries. 
3.3.3.3 Foreign Derivatives 
A derivative is “a financial instrument that is linked to another specific financial 
instrument or indicator or commodity and through which specific financial risks (such 
as interest rate risk, foreign exchange risk, equity and commodity price risks, credit 
risk, and so on) can be traded in their own right in financial markets” (IMF, 2009, 
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Paragraph 5.8). Unlike other debts, no principal is advanced for derivatives, so, there is 
no repayment requirement; neither does any interest accrue on financial derivative 
instruments. Most derivatives are associated with risk, which arises in part, from the use 
of fair value. This includes market risk, commodity-price risk, exchange-rate risk, and 
trade-credit risk (IMF, 2009). 
The effect of the use of fair value, both under FASB and IFRS, on derivative 
investments during the 2007–2008 global financial crisis is investigated by Barth and 
Landsman (2010). Their study, whose focus is restricted to banks, found no evidence of 
an effect of fair value on derivatives. Nevertheless, it does identify a lack of 
transparency concerning this type of investment, under IAS 132: Financial Instruments: 
Presentation. To enable investors to better understand the leverage inherent in such 
derivatives, the authors recommend that firms increase both the quality and quantity of 
their disclosures, provide more disaggregated information regarding the derivatives, and 
implement a risk-equivalence approach. While Barth and Landsman (2010) find that 
under IFRS 7, the disclosure concerning derivatives greatly improves the transparency 
of banks’ financial statements, Chung et al. (2012) provide evidence, from the Korean 
equity stock market, that in derivative-related loss announcements, the quality of the 
disclosure is more important than the quantity. 
In Australia, Chalmers (2001) examines the voluntary disclosure of derivative financial 
instruments using 140 listed firms, for the period 1992–1998. While the author finds 
evidence of an increase in the number of optional disclosures of derivative-instrument 
activity, she does note that this is largely confined to firms within the extractive 
industries, the majority of which are MNCs. She speculates that this is because such 
firms are driven by the necessity to be globally competitive. Her study is extended by 
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Chalmers and Godfrey (2004), who investigate managers’ responses during the period 
1992–1996 to the requirements regarding derivatives financial instrument disclosure in 
Australia. Their findings support those of the earlier study, also indicating a statistically 
significant increase in disclosure, particularly by mining and oil companies, most of 
which are multinationals. Overall, the results of the Chalmers and Godfrey (2004) study 
demonstrate that firms voluntarily disclose greater amounts of derivative instrument 
information because of the greater pressure exerted on them to be more transparent in 
their financial reporting and to comply with professional norms, especially in the 
international context. While neither study is related to A-IFRS, they both highlight the 
fact that because of the global nature of MNCs’ business activities, their financial 
instrument disclosures, especially in relation to derivatives, are of particular 
importance.  
Hassan (2004) investigates the value relevance of derivative disclosure under AASB 
1033: Presentation and Disclosure of Financial Instruments by companies from the 
Australian extractive industry (1998 – 2001), an industry that makes extensive use of 
the derivative. He finds that the majority of participating entities provide little 
information regarding derivatives. Hassan (2004), therefore, suggests that what is 
needed, is more disclosure of information concerning hedging, fair value, and risk, and 
this needs to be enforced. Consistent with this, a later study by Taylor, Tower, and 
Neilson (2010) provides insights into the disclosure of financial risk management of 
Australian, publicly-listed resource companies, for the period 2002–2006, i.e., prior to 
the application of AASB 7. They find that the increase in disclosure, both voluntary and 
mandatory, of financial-risk management policies under A-IFRS, is associated 
significantly and positively with rising capital and the strength of the companies’ 
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corporate governance. The conclusion is that, because extractive resource entities 
regularly seek the help of foreign capital markets to finance their projects, they may be 
using derivatives, either directly or indirectly. In this case, increased disclosure of 
financial risk management is vital. Such an increase is driven by pressure from capital 
market participants for greater transparency, in order to reduce the element of 
uncertainty in their financial decision-making. In addition, given that, under AASB 139, 
firms are required to document the impact of hedging arrangements on risk off-setting, 
the authors suggest that the implementation of AASB 139 may be associated with 
greater transparency in the reporting of risk-management policies, especially those 
related to hedging activities. These findings are consistent with those of Chalmers 
(2001), Chalmers and Godfrey (2004), Gallery, Cooper, and Sweeting (2008), Kent and 
Stewart (2008), Taylor and Tower (2011), and Wee, Tarca, and Chang (2014), which 
suggest that the greater volumes of disclosure that made by firms brought them 
increased economic benefits. 
Birt et al. (2013) offer insights into the relationship between AASB 7 and financial-risk 
disclosure related to derivative use, in the Australian extractive industry. Their findings 
show that the majority of the firms in their sample (46 out of 79) do not include any 
information in their financial reports, about their motivation for using derivatives. 
However, of the 33 firms that provide reasons, most indicate that they use derivatives to 
mitigate the risk associated with commodity and foreign exchange. The researchers 
argue that, as the use of derivatives is related to risk, increased qualitative and 
quantitative disclosure is needed to help investors estimate the risk related to their 
investment decisions.  
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3.3.3.4 Other Foreign Debt 
Other debt is an important type of financing that includes deposits, and trade credit 
provided by a firm’s suppliers.19 While some studies suggest that IFRS affects other 
debt, such as foreign suppliers (Hail et al., 2010), there is no evidence to indicate how 
this occurs. To our knowledge, Li, Ng, and Jeffrey (2017) is the only study to examine 
the impact of IFRS on trade credit. They find that this impact is considerable, due to the 
reduction in information asymmetry under IFRS, which improves the quality of 
publicly available information. However, they discover that there is no such association 
in countries with strong governance. They attribute this to the absence of any 
significant level of information asymmetry between trade-credit providers and entities 
in these countries. Such an explanation is not far from the finding of Cuñat (2007), 
Love (2011), and Nilsen (2002), who suggest that trade creditors are able to obtain 
information from entities if there is a long-standing, trust-based relationship between 
them; in this case, the suppliers are usually happy to support the entity during a 
financial squeeze.  
In general, most of the above findings are confined to countries that are characterised 
by a relatively more-developed enforcement system, a stronger mechanism for 
controlling corruption and lower financial risk. Despite this, the fact remains that these 
studies do identify an effect of IFRS/A-IFRS on foreign debt; however, it should be 
noted that this effect does vary from component to component. 
                                                          
19
 “[Trade credit] … arises when payment for goods or services …is not made at the same time 
as the change in ownership of a good or provision of a service” (IMF, 2009, paragraph 5.71). 
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3.3.4 Other Capital Market Studies 
A number of other relevant studies that investigate the effect of financial reporting on 
investment decision-making, both local and foreign, and so have a connection to the 
present study, are reviewed in this subsection. Some of these studies examine the short-
lived reaction of the capital market to the decision to adopt IFRS. One such study, by 
Brochet et al. (2013), examines the reaction of the UK capital market. The authors 
argue that IFRS adoption, by enhancing the comparability of financial statements, 
reduces private information. Therefore, they predict that the result of this will be a 
reduction in the abnormal returns to insiders, that is, direct investors. Using data from a 
sample of listed firms, for the period 2003-2006 (i.e. two years preceding and two years 
following IFRS adoption), the study identifies a marked decrease in abnormal returns, 
both in the short-term (within five days of adoption) and long-term (within one, three, 
and six months of adoption). The authors attribute this result to the enhancement of 
comparability, rather than the increase in quality, of financial reporting, given that the 
UK already had standards that produced high-quality information, prior to IFRS 
adoption. This is consistent with the findings of Leuz and Verrecchia (2000) and Leuz 
(2003), which show that information asymmetry was reduced when firms changed from 
the German GAAP to either IFRS or the US-GAAP. Further support for this is provided 
by Clarkson, Hanna, Richardson, and Thompson (2011), who investigate the impact of 
IFRS/A-IFRS on the value relevance of book value and earnings, for equity valuation, 
both in Europe and Australia. They find that, after IFRS adoption, the distribution of 
measurement errors for Code Law and Common Law countries converge. The 
researchers conclude from this that IFRS/A-IFRS may enhance the value relevance and 
cross-border comparability of financial reporting. A solely Australian study, by Cairns 
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et al. (2011) find that the mandatory use of fair value, under IAS 39/ AASB139, to 
valuate financial instruments and derivatives in particular, results in greater 
comparability of financial reports both within and between countries. Similarly, Cairns 
et al. (2011) conclude that mandating the use of fair value, as happened under IAS 39/ 
AASB 139, may improve the global information environment and provide values that 
are more up to date, outcomes that reflect the goals of certain standard setters, and meet 
the needs of users of financial reports, for information with greater relevance. 
The study by Brochet et al. (2013) is relevant to the present study in terms of its use of 
a direct method of capturing the reduction in the information asymmetry between 
insider and outsider investors, after IFRS adoption. In addition, it also considers that the 
reduction in the returns to insiders is due to the enhancement of public information. 
Moreover, to avoid the variance in institutional factors from country to country, they 
focus only on the capital market of a single, developed country that already had a high-
quality set of accounting standards, prior to IFRS adoption. This is also the case with 
the present study. However, the former study differs from the latter in terms of the 
actual focus country (the UK, as opposed to Australia, in this thesis), the variables 
chosen, and the method used.  
Armstrong et al. (2010) conducts an event study to investigate the reaction of the EU 
equity market to the adoption of IFRS. The authors assume that the benefits of the 
adoption stem from the fact that “…[investors] expected application of IFRS to result 
in higher-quality financial reporting relative to application of domestic standards, 
thereby enhancing financial reporting transparency, and reducing information 
asymmetry and information risk and, thus, lowering cost of capital” (p.32). They 
preselect 16 of a possible 40 dates, most of which are related to the adoption of IAS 39: 
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Financial Instruments: Recognition and Measurement, and 32: Financial Instruments: 
Presentation, between 2002 and 2005, a period that preceded voluntary IFRS adoption. 
The authors find an increase in abnormal returns following the IFRS event and 
conclude that this occurs even in countries that already had high-quality accounting 
standards prior to IFRS adoption. These results indicate that, while European investors 
expected net benefits such as convergence, increased information quality, and a 
reduction in information asymmetry as a result of adopting IFRS, these benefits were, 
in fact, smaller in some countries, possibly due to their having less rigorous 
enforcement systems or, alternatively, to their early adoption of IFRS (2002–2005). 
This is supported by the findings of a study by Devalle, Onali, and Magarini (2010), 
which examines whether the value relevance of equity’s book value increased after 
IFRS adoption, they use a sample of firms listed in 2005 on the stock exchanges of five 
European countries: Germany, Spain, the UK, France, and Italy. They hypothesise that 
a shift to IFRS facilitates foreign investment by increasing information transparency 
and thereby market liquidity. To test this, they use the Chow test, and preselect 2005 as 
the likely date of the structural break. While their findings support the notion of 
increased value relevance, after IFRS adoption, the evidence is limited: they identified a 
significant structural break in the data from Germany, Spain, and France only. They 
propose that the absence of such a break in the Italian and UK data may be due to the 
influence of other factors. Finally, the authors suggest that more time may be needed to 
achieve cross-border comparability of financial reporting. To our knowledge, this study 
is the first in the international accounting literature to adopt what the authors 
themselves claimed, was the innovative approach of using a structural break (Chow 
test) to test the assumption that increased liquidity, following IFRS adoption in 2005 
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stemmed from the increase in the value relevance in financial reporting under such 
standards. In this respect, this has great relevance for the present study. 
The findings of Armstrong et al. (2010) and Devalle et al. (2010) are supported by those 
of Callao et al. (2007) and Daske et al. (2008). These show limited evidence of the 
effect of IFRS adoption on equity, and suggest that foreign investment will increase as a 
greater number of market participants become increasingly familiar with the 
requirements of IFRS. In addition, as with previous studies, Daske et al (2008) 
conclude that such benefits for capital markets occur in countries in which firms have 
incentives to be transparent and where legal enforcement is strong, and that they are 
most pronounced for firms that switch voluntarily to IFRS. 
 In a study employing a different approach, Wang and Welker (2011) investigate the 
impact of IFRS on managerial incentives to engage in equity issuance. They do this by 
looking for any increases in the cumulative value of the equity, during the period of 
transition to IFRS, which extends from 2002, the year in which intention to adopt was 
announced, to 2004, the year preceding mandatory adoption. They argue that managers 
expedite the issuance of equity during this period if they expect that the firm’s 
performance will be worse under IFRS than it was under the GAAP. Therefore, stock 
prices issued before a firm discloses reconciliations of their financial statements from 
GAAP to the international standards, may fail to reveal the true picture of that firm's 
performance. Moreover, as the managers of such firms possess inside information about 
this performance, they can use such a situation to their advantage. For instance, they 
can arrange for the firms’ financial activities to be conducted during the period of 
relatively more favourable market conditions that exist, before the publication of their 
reconciliation statements reveal the extent to which their firms’ financial performance 
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has been impacted by the adoption of IFRS. Consequently, the authors predict that any 
unexpected or high-volume issuance, during the period of transition to IFRS, is 
attributable to the change in accounting standards. Furthermore, according to the 
authors, because the increase in the value relevance of accounting information occurred 
after mandatory application, especially from 2005Q2, when the first half-year report 
under IFRS was made, the increase in equity after this time (2005Q2), can no longer be 
attributed to an increase in information asymmetry between managers and investors. 
Also, they focus on a developed country instead of a developing one, and on mandatory 
adoption rather than voluntary adoption, because they assume that, in both the latter 
cases, the cost of issuing equity will be higher than the benefits. 
As in the present study, the authors consider mandatory adoption of IFRS an exogenous 
shock to the entire capital market, which affects the equity price. Based on data from a 
sample of more than 2,900 listed firms in the US capital market, selected from 15 
countries, including Australia, the results show that because of the information 
asymmetry between managers and investors, the firms did make financial decisions 
during the transition period as, at that time, the managers had more information than the 
investors. However, they did not have the same opportunity after the mandatory 
adoption, as the financial statements, under IFRS, contained more extensive 
information for investors. This is consistent with the findings of Brochet et al. (2013), 
and both of these studies support the argument of Ball (2006), which suggests that, 
unlike other political and taxation standards, IFRS is designed to provide more relevant 
and reliable information for the public, in order to reduce the agency problem, and 
thereby enhance decision-making. The findings of Wang and Welker (2011) 
complement the international literature by showing that accounting standards do not act 
   
65 
 
in isolation when impacting the corporate information environment and real economic 
activities, but, rather, do so, in combination with other institutional factors. 
Finally, a number of studies have investigated the effect of IFRS on the accuracy of 
financial analysts’ forecasts. The main argument of such studies is that as analysts are 
the principal consumers of financial reports, they have superior knowledge of the 
financial market. Therefore, if their forecasts are more accurate, after IFRS adoption, 
this would imply that the information under IFRS is more reliable. This argument is 
supported by Tan, Wang, and Welker (2011), who use a sample, drawn from 25 
countries, that consisting of 2,679 firms that complied with mandatory IFRS adoption 
and 601 firms that adopted IFRS voluntarily, during the period 2001–2007. They find 
that not only does the accuracy of foreign analysts’ forecast improve during the post-
adoption period, but also, that foreign analysts are more attracted to the firms that 
adopted IFRS. The latter effect of adoption applies especially to those who already had 
prior IFRS experience or had a foreign portfolio before IFRS was adopted in their home 
country. The study also finds that both of these effects are more marked in countries 
where there is a considerable disparity between their former GAAP and the newly 
adopted IFRS. The authors suggest that comparability and usefulness of accounting 
data are both enhanced by accounting harmonisation. A comprehensive study by 
Horton, Serafeim and Serafeim (2013) examine whether the increase in forecast 
accuracy during the period 2001–2007 is due to the higher quality and increased 
comparability of accounting information under IFRS or to the increased opportunities 
under IFRS to manipulate earnings and thereby meet analysts’ expectations. The 
findings confirm that IFRS provides more information to investors due to its greater 
comparability and that this holds true even when the standards are used by firms whose 
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GAAP was of a similar quality to IFRS. These results are more significant for 
mandatory adopters compared to both non-adopters and voluntary adopters. Australian 
studies such as those by Cheong et al. (2010) and Cotter, Tarca, and Wee (2012) 
support these findings.  
To summaries, the evidence presented here provides further support for the notion that 
the adoption of IFRS increases the efficiency of investment decision-making. However, 
in some cases, this support is limited, because the studies only use data from a short 
time-period. 
3.4 Conclusion  
The studies reviewed in this chapter suggest that due to the considerable scope for 
flexibility in the way in which individual nations determine their own accounting 
standards, disclosure requirements and regulatory practices, historically, financial 
reporting has varied greatly from country to country. It is argued in the literature and, 
therefore, assumed here that, in order to reduce information asymmetry among 
investors and to facilitate foreign capital mobility across borders, financial reporting 
needs to be standardised and that this can best be achieved by all countries agreeing to 
use a common set of accounting standards. 
From a foreign investment perspective, it was generally expected that such international 
standards would improve the efficiency of decision-making, by reducing the differences 
that existed among national accounting systems. It was believed that this, in turn, would 
enhance the quality and the comparability of financial reporting, thereby reducing 
uncertainty among decision-makers wishing to invest in foreign capital markets. The 
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empirical findings support the above predictions. Nevertheless, there remain a number 
of gaps in the existing research, which this thesis aims to explore: 
1. Some have examined the topic by focusing on only one or two foreign 
investment variables namely, foreign portfolio equity or foreign direct investment (e.g., 
Gordon et al., 2012; Yu & Wahid, 2014). As can be understood from the above review, 
the importance of public information varies according to the component of foreign 
investment. Hence, it would be beneficial to examine all components in order to 
ascertain how each is affected by the application of IRFS. 
2.  Many other studies tended to focus on companies by using a cross-sectional 
approach. These studies generally tend to focus on a short period of time, i.e. a two-year 
period. As highlighted by Gray (2014), such a narrow focus may fail to capture the 
global convergence of financial reporting. In addition, any benefits of IFRS detected in 
this way, especially in terms of portfolio debt and derivatives, could be due to the 
changes in methods used to evaluate assets and liabilities under IAS 39 and 32, such as 
the introduction of the use of fair value. 
3. In the literature, the use of dummy variables, which are used to measure the 
effect of IFRS, involves pre-selecting the date of the effect; this is most often 2005, the 
date of IFRS application.
20
 However, such a process of pre-selection is deemed to be 
conceptually weak, because, even if this date is known, it may not reflect when the 
initial effect was actually felt. The literature shows that the foreign investment 
                                                          
20
 A country that adopts the IFRS takes the value of 1, and 0 otherwise, or a value (e.g. 1, 2, 3, 
4, 5) ‘commensurate’ with the degree of adoption (e.g., Beneish et al., 2015; Ramanna & 
Sletten, 2014). 
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components vary in their reactions to IFRS. This is because, for each type of 
investment, investors have different needs of the information and a different degree of 
control over entities in which they invest. Therefore, the difference in the date of the 
effect of the change-over (lead or lag effect) is highly likely to occur among foreign 
investment components. The effect indicates with a lead when it was felt during the 
transition period, while it occurs with a lag when it appeared later than predicted. In 
view of this, using a pre-selected date may result in a false picture of how the various 
components of foreign investment were affected by IFRS, thereby, invalidating 
conventional hypothesis testing (Banerjee et al., 1992).  
As a contribution to the previous literature, this thesis focuses on a single country that 
is, Australia. This will achieve two benefits: 1) as Australia is one of developed 
countries that already had high-quality accounting standards prior to the introduction of 
A-IFRS, this will help to indicate the benefits of A-IFRS, if any, immediately (Chua et 
al., 2012); 2) using a single country will help to remove any variations between 
countries, in terms of their application dates and implementation processes, as well as 
their economic, political and cultural contexts (Brochet et al., 2013). 
The evidence, presented in this chapter, from previous studies shows that IFRS use is 
associated with increased foreign investment inflow. As one of its contributions to this 
aspect of the accounting literature, this thesis uses a new, more extensive dataset, which 
includes information on relative levels of foreign investment, across two different 
categories (aggregated and disaggregated components) in order to target the specific 
effects of restrictions on the volume and composition of foreign investment. Moreover, 
using both categories ensures that the validity of the present study’s findings is tested in 
a more robust way. 
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Also, in contrast to those studies that use a cross-sectional approach, the present study 
employs time series data to determine the date of the effect (the break date) 
endogenously, a method that is explained in Chapter 5. This approach allows any 
change in a variable to manifest itself, if and when the variable is affected by the 
introduction of A-IFRS. This is the major part of the contribution of this thesis.  
Finally, in this thesis, the data is assessed at the national level rather than the firm level. 
This is vital, because, in Australia, all entities are required to prepare their financial 
statements according to A-IFRS. Therefore, since the application of A-IFRS in 
Australia was, primarily, a policy adopted at the national level, the contention is that 
using national-level, rather than firm-level observations should add more robustness to 
the results.  
Overall, this thesis is a comprehensive study that examines the effect of A-IFRS 
application at a national level on all components of Australia’s foreign investment 
inflow, both aggregated and disaggregated, while at the same time taking into account 
the possible effects of other economic events (Chapter 6). 
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CHAPTER 4: Theoretical Framework and Research 
Question 
4.1 Introduction 
In June 2002, the Australian FRC made the decision to adopt IFRS on the 1
st
 the 
January, 2005. However, as discussed in Chapter 2, Australia chose to merge its GAAP 
with IFRS to create a set of global accounting standards that were suited specifically to 
Australian entities (A-IFRS), and these were applied at the national level (Nobes & 
Zeff, 2016; Taylor & Tower, 2009; Zeff & Nobes, 2010). The main purpose of A-IFRS 
was to facilitate cross-border investment (Commonwealth of Australia, 2002). 
However, despite this optimistic goal, there was still a concern that the use of such 
standards might result in a reduction in the quality of financial reporting. 
The literature review in Chapter 3 stresses that, by improving both the quality and 
comparability of financial reporting, IFRS adoption reduced information asymmetry, 
thereby positively impacting foreign investment.
21
 However, some studies also point 
out that this impact differs according to the type of foreign investment. Moreover, they 
contend that a number of institutional factors, both exogenous and endogenous, such as 
legal systems and their enforcement regimes, taxation and political systems, extent of 
capital market development, and level of risk, can also affect the reaction of foreign 
investment to IFRS adoption.  
                                                          
21
 See, for example, Armstrong et al. (2010), Ashbaugh (2001), Barth et al. (2008), Bradshaw et 
al. (2004), Covrig et al. (2007), Daske et al. (2008), Kim et al. (2011), Leuz (2003).  
   
71 
 
The objective of this chapter is to develop a framework that depicts the effect of the 
converged standards (A-IFRS) on foreign investment inflows. Within this framework, a 
research question is developed to describe the link between A-IFRS application and 
foreign investment. Given that the effect of this application could differ according to 
the type of investment, the research question is further developed to describe the 
anticipated effect on each individual component of foreign investment.  
The remainder of this chapter is organised as follows: in Section 4.2, the research 
framework is developed, to demonstrate the effect of A-IFRS on foreign investment, 
while in Section 4.3, the research question regarding the relationship between A-IFRS 
and foreign investment inflows is provided. In Section 4.4, the A-IFRS event window is 
set. Finally, Section 4.5 presents a brief conclusion.  
4.2 A-IFRS – Foreign Investment Framework 
The objective of this thesis is to estimate directly the benefits derived from the 
application of A-IFRS by examining the changes in foreign investment, both equity and 
debt, around the date of this application. The main argument, here, is that A-IFRS 
benefits Australia by making it more attractive to foreign investors. This benefit is 
believed to be due to the improvement in financial reporting under such standards, 
which enables foreign capital providers to make better decisions regarding the 
allocation of their resources and the ways in which their investments may be improved 
(see Figure 4.1).  
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Figure 4.1 above illustrates how the qualitative characteristics of financial reporting, of 
which relevance and reliability are considered fundamental (SAC 3, 1990, paragraph 7), 
can affect foreign investment. For financial reporting to be value relevant, it must help 
decision makers to evaluate the past and present performance of an entity and 
accurately predict future events before making investment decisions. It should also 
provide feedback, either to confirm or correct these evaluations. However, because of 
the uncertainty about future events, the relevance of the information depends on its 
reliability. Information is considered reliable only when it represents faithfully the 
transaction events. Thus, relevant and reliable information will enhance the confidence 
of users when making decisions as it is free from error or bias (Hassan, 2004, p. 66). 
Empirical studies such as those by Cheong et al. (2010) and Chua et al. (2012) have 
found that A-IFRS increases the relevance and reliability of financial reporting. 
Although relevance and reliability are important, they are not sufficient to guarantee 
high-quality financial reporting. International comparability of information is also 
required to reduce the cost of its acquisition (Beneish et al., 2015; Brochet et al, 2013; 
DeFond, et al., 2011), thereby making foreign capital more mobile. Consistent with this 
notion, Ashbaugh (2001) and Bradshaw et al. (2004) found that there is more US 
investment in foreign companies whose accounting methods conform closely to those 
of the US GAAP. Further support is provided by Covrig et al. (2007) and Yu and 
Wahid (2014), who found that foreign mutual fund ownership is higher among 
companies using IFRS.  
Overall, by enhancing the quality of financial reporting, the application of A-IFRS 
should reduce information asymmetry and the cost of information acquisition, as well 
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as enhancing decision-making, thereby attracting more foreign investment. By focusing 
only on how A-IFRS changes the level of foreign investment inflows in each 
component, this thesis seeks to provide direct evidence of how A-IFRS accounting 
standards affect investment decisions by reducing information asymmetry among 
investors. However, this cannot be achieved unless there are high-quality accounting 
standards that are also more comparable. Therefore, in terms of these two 
characteristics, the tests are indirect in nature (see Armstrong et al., 2010; Wang & 
Welker, 2011; Yu & Wahid, 2014). 
Figure 4.1 shows a number of institutional factors, i.e., the legal standards system and 
the enforcement regime, which also affect the benefits of IFRS. For instance, when 
disclosure of important information is mandated, this reduces enforcement costs and 
limits the opportunities for management to manipulate a firm’s performance. 
Furthermore, a solid enforcement regime will reduce the cost of monitoring investments 
by providing incentives for entities to produce financial reporting that will be of a 
sufficiently high quality to satisfy the needs of outside investors (Bradshaw et al., 2004; 
Porta et al., 1998; Shim & Gordon, 2011). As discussed previously in Chapter 3, Akisik 
and Pfeiffer (2009), Amiram (2012), Cheong et al. (2010), Daske et al. (2008), and 
Florou and Kosi (2015) demonstrate consistently that the benefits of IFRS are more 
likely to be experienced in countries such as Australia, where the application of the 
standards is mandated by a strong legal standards system and backed by a robust 
enforcement regime. Studies, like the present one, that focus on a single country 
mitigate the need to control for the above institutional factors, as all entities in the same 
country must abide by the same rules. Nevertheless, such factors will be taken into 
account, particularly when the results are interpreted and compared with those of past 
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studies that focused on other countries. 
In addition, Figure 4.1 illustrates a number of economic factors; these were highlighted 
in previous studies as having a considerable effect on foreign investment. One of the 
major events that occurred within the A-IFRS implementation was the turnaround in the 
mining sector. This highlights the fact that the magnitude of the changes observed in the 
foreign inflow variables could be due to the commodity-price boom experienced by 
Australia. According to Connolly and Orsmond (2011), Kearns and Lowe (2011), and 
Minifie (2013), the mining boom caused a substantial increase in investment, with 
further investment still in the pipeline. The effects of these flows were felt through 
growth rates, rising interest rates, improved terms of trade, and appreciation of the 
Australian dollar to a 30-year high.
22
 The study controls for this economic event by 
using the following variables: RGDP, TOT, OPEN, EXCH, and INT. These variables, 
their definitions, and the purpose of their use in this thesis are described in detail in 
Chapter 6. 
To summarise, within the framework of the present thesis, the fundamental question is 
whether the introduction of A-IFRS has resulted in information of a high quality being 
made available to foreign investors, or, put simply, whether foreign investment is more 
readily attracted when A-IFRS is used.  
                                                          
22
 Prior to this date, Australia had very low commodity-prices, and international companies 
such as Rio Tinto and BHP Billiton were underinvesting. In 2003, the price of resources, such 
as iron ore and coal, was rising. This created the mining boom that increased investment in the 
mining sector (Minifie, 2013). 
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4.3 Research Question 
Investors prefer to invest either in their own country or in a country with similar 
accounting standards, as, in both cases, their familiarity with the standards reduces the 
cost involved in acquiring or processing the financial information they need (e.g., 
Bradshaw et al., 2004). Therefore, it is not surprising that those economies that do not 
have in place a financial reporting system that can provide potential investors with 
relevant, reliable, and comparable information experience considerable difficulty in 
attracting foreign investment (Akisik & Pfeiffer, 2009). Therefore, conceptually, the 
main benefit of IFRS is likely to be the lower transaction costs associated with foreign 
investment and trade. These will flow from the decrease in information asymmetry that 
results from the greater homogeneity of such global accounting standards. According to 
this conceptual viewpoint, Australia may benefit from A-IFRS, in the following way. 
The use of IFRS by Australia’s trading partners, such as the EU, together with 
increased global acceptance of, and familiarity with, these standards by others could 
enhance information symmetry among investors, both local and foreign. This, in turn, 
would minimise the necessity for such investors to incur search costs in assessing the 
information required to evaluate firms’ financial and management performance. The 
ultimate benefit would be reduced risk and, hence, more foreign investment in 
Australia.  
Prior to 2005, the main argument against the use of IAS in Australia was that the 
standards were inferior in quality to the Australian national standards (A-GAAP). This, 
together with the fact that they were not globally accepted, meant that IAS was 
considered to be of no value to Australia (e.g., Collett et al., 2001). However, this 
perception changed in 2005, when IFRS became mandatory in many countries and 
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acceptable in others (Whittington, 2005). In addition, this was also the year in which 
substantial changes to IFRS – the result of an improvement project initiated by the 
IASB – became effective (see Chapter 2). In view of these developments, the 
government now judged that the time was right for Australia to begin using IFRS. This 
thesis establishes the research question as follows: 
Are foreign investment inflows to Australia significantly higher following the 
introduction of A-IFRS? 
In keeping with the aim of this thesis, this section examines how A-IFRS increases each 
of the debt and equity components of foreign investment inflow.  Such a disaggregated 
approach is important because, according to previous studies, investors are not equal in 
terms of their objectives, needs, or even their roles in the entities and, therefore, may 
react differently to any reduction in information asymmetry (Ball et al, 2015; Benish et 
al., 2015; Goldstein & Razin, 2006; Márquez-Ramos, 2011; Razin et al., 1998).  
4.3.1 A-IFRS and Foreign Equity  
The equity flows can be examined through two lenses i.e., those of portfolio equity and 
direct equity. According to Goldstein and Razin (2006), portfolio equity represents 
outside investors who own less than 10% of a company's shares and so cannot access its 
private information. Therefore, they depend more on public information. In contrast, 
direct equity represents inside investors who own 10% or more of the shares and so 
have access to inside information. Armstrong et al. (2010) and Shima and Gordon 
(2011) claim that in countries with strong legal enforcement, IFRS has a positive 
impact on portfolio equity. The combination of a strong enforcement regime and high-
quality financial reporting is an incentive for outside investors, as it reduces monitoring 
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and information processing costs. Yu and Wahid (2014), therefore, conclude that the 
international harmonisation of accounting reporting systems is vital for attracting 
foreign equity.  However, there is no clear evidence of an increase in direct equity, in 
developed countries following IFRS adoption. This is consistent with the arguments 
advanced by Goldstein and Razin (2006), Zeghal and Mhedhbi (2006), that those who 
invest in direct equity have privileged access to company information, and are not 
dependent on public information. It can be inferred from this that investors in portfolio 
equity are more exposed to information asymmetry and adverse selection than those 
who invest in direct equity. The greater availability of public information under A-
IFRS, therefore, should affect portfolio equity more than direct equity. 
In sum, this thesis investigates the effect of A-IFRS application on foreign equity, 
disaggregated into portfolio equity and direct equity. In this way, it can address the 
contradictions apparent in the literature, which arise from studying inflows of both 
these components, together. 
4. 3.2 A-IFRS and Foreign Debt 
The application of A-IFRS may affect debt providers by enhancing public information, 
which, in turn, would allow lenders to estimate the quality of credit more accurately. 
Such an effect is examined in this thesis through five lenses: those of foreign direct debt 
(FDD), foreign portfolio debt (FPD), foreign loans (FL), foreign derivatives (FDR), and 
other foreign debt (OFD). 
Foreign Direct Debt 
FDD is the debt between affiliates of the same MNC. Therefore, those who invest in 
FDD are considered to be inside investors. Since, as such, they have the right to access 
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inside information, it was initially expected that, like FDE, FDD would remain 
unaffected by the use of A-IFRS. Nevertheless, studies have that international tax 
structures can have a considerable influence on MNCs’ financial accounting policies 
concerning their financial decision-making, especially in relation to FDD. This is due to 
the potential of such structures to impact a company’s cash flow and thereby its bottom 
line (e.g., Kayis-Kumar, 2015). In view of this key role played by tax in determining 
the financial outcomes for MNCs, it is hardly surprising that they are motivated to 
avoid paying as much tax as possible.
23
 They do this by shifting profits to low-tax 
countries, using a number of different methods:  estimation methods, transfer-pricing 
methods, used for goods and services, and the use of internal debt (FDD) between their 
affiliates (e.g. De Simone, 2016). However, IFRS requires consistent methods of 
estimating, and the disclosure of any subsequent changes in these methods, as well as 
increased comparability, in conjunction with an increase in the frequency of transfer-
pricing audits, under IFRS (e.g., Ernst &Young, 2005; Taylor et al., 2011). These 
requirements should in fact, have reduced the use of the estimation and transfer-pricing 
methods for goods and services. Consequently, if the increase in profit shifting stems 
mainly from the use of FDD as the only legal way for MNCs to shift their profits, the 
increase could be considered to be the result of increased information transparency. A 
limited number of studies have investigated this relationship between IFRS and FDD. 
For instance, Márquez-Ramos (2011) identified a significant increase in direct debt in 
                                                          
23
 Profit-shifting results in a difference between an entity’s reported income and its actual 
income. The income from production is under-reported/over-reported in countries with 
relatively high/low tax rates, because the firm claims lower/higher than market prices for intra-
firm international shipments of its products. Inversely, internal purchases may be under-
reported/over -reported (Bartelsman & Beetsman, 2000). 
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the EU, following its adoption of IFRS, which, she notes, could be associated with the 
decrease in information asymmetry. In addition, Taylor and Richardson (2014) found 
that, in Australia, MNCs are subject to thin capitalisation. Therefore, based on the 
above discussion and the findings of these previous studies, the effect of A-IFRS on 
FDD is essentially an empirical issue.  
Foreign Portfolio Debt and Loans 
Like portfolio equity, investment in FPD and FL is considered to be the domain of 
outside investors who depend on public information. Yet, studies point out that the 
financial reporting that satisfies the needs of the equity market may not be as useful to 
the debt market (e.g., Ball et al., 2015; Florou & Kosi, 2014). This is because, while 
using financial reporting to evaluate shares is the priority for shareholders, debt 
providers use it to evaluate the financial performance of the entity and monitor the 
conditions of the contract. Therefore, the effect on the equity market, of using IFRS 
cannot be extrapolated directly to the debt market (e.g., Ball et al., 2015; Florou & 
Kosi, 2014). These studies also identify two important needs of debt providers: 
relevance and reliability. Under the agreement between the company and its debt 
provider, financial reporting is used by the provider to control the conditions of their 
contract and evaluate the firm’s financial position, by which they can estimate risk. In 
order to do this, the firm must provide reliable information (e.g., Ball et al., 2008; Ball 
et al., 2015).  
There is considerable debate about whether or not A-IFRS is able to meet this need, 
especially in regard to their recognition and measurement rules under fair value 
accounting (e.g. 138 and 139) (e.g., Ball, et al, 2015; Florou & Kosi, 2015). On the one 
hand, such accounting can enhance the public information environment by reducing the 
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opportunities for managers to hide bad news (agency problem), as well as providing 
investors with more timely and up-to-date asset values that accurately reflect the true 
financial performance of their companies. Consequently, if using A-IFRS provides the 
more relevant and reliable information considered essential by debt providers, the 
expectation is that using A-IFRS will lead to an increase in foreign debt (Ball et al., 
2015; Florou & Kosi, 2015). On the other hand, it is argued that the use of fair value, 
under IFRS may reduce the reliability of financial reporting, thereby increasing 
information asymmetry. This is because the use of fair value may result in the 
recognition of unrealised economic gains, such as those from trading-securities and 
other financial instruments. In addition, IFRS require the recognition, in income 
statements, of transitory losses and gains from the use of fair value, which may impair 
the usefulness of such figures for decision-making (Ball et al., 2015; Florou & Kosi, 
2015). Furthermore, as the standards also require the extensive use of unverifiable 
estimates and judgements, concerning the valuation of assets and liabilities, there can 
be increased opportunities for entities to manipulate balance sheets and earnings 
(earnings management), thereby reducing their reliability. Because of this, financial 
reporting under A-IFRS may not be useful for debt providers (Ball et al., 2015).  
 In their studies, which examined the association between IFRS and portfolio debt, 
Beneish et al. (2015) and Florou and Kosi (2015) found a significant, positive result. 
Similarly, Chen et al. (2015) and Kim et al. (2011) identified a significant, positive 
relationship between IFRS and foreign loan. In addition, Australian studies found no 
evidence of a reduction in the relevance or reliability in financial reporting, under A-
IFRS (e.g., Cairns et al., 2011; Cheong et al., 2010; Chua et al., 2012; Jeanjean & 
Stolowy, 2008). In view of these findings, the present study anticipates an increase in 
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both portfolio debt and loans after the use of A-IFRS. 
Foreign Derivatives 
The next type of foreign debt is FDR. The use of these by an entity usually entails risk. 
This could be either financial in nature, stemming from changes in the circumstances of 
the business itself, or it may be economic risk that arises from changes in the external 
economic environment. Since such risk can cause earnings volatility, which has the 
potential to negatively influence a firm’s performance (Hassan, 2004), it provides 
managers with a strong incentive to use derivative debt to minimise the risk, thereby 
increasing their firms’ value and, ultimately, maximising shareholder value (Hassan, 
2004; Taylor et al., 2011). However, to ensure that managers do not act 
opportunistically, they must provide more quantitative and qualitative disclosure, which 
in turn will reduce the cost of information for investors (Birt et al., 2013; Hassan, 2004; 
Taylor et al, 2011). In addition, entities can trade derivatives in capital markets by 
selling and buying the risk in expected cash flows (IMF, 2009, paragraph 5.80). 
Keeping in mind that the main objectives of financial reporting are assist users to 
identify the level of risk involved in their investment and understand the risk 
management policies of entities, any increase in the disclosure related to such 
investment could affect the expected rate of return that financial-report users demand 
from that entity, thereby impacting upon their decision-making. 
Birt et al. (2013) suggest that extensive disclosure of risk results in greater transparency 
of financial reporting, which enables investors to estimate precisely the level of risk 
carried by both their existing and potential investments. Taylor et al. (2010) best 
summaries this by stating that, in disclosing risk, firms are providing value-relevant 
information. Consistent with this, the expectation, here, is that the higher levels of 
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disclosure under A-IFRS, in conjunction with greater international comparability, will 
encourage more foreign investment in derivatives.   
Other Foreign Debt 
The final debt component is OFD. According to the IMF (2009), this type of debt 
includes currency and deposits, other payable accounting, and credit debt, from both 
financial and non-financial firms. The IFRS conceptual framework states that “[t]he 
objective of general purpose financial reporting is to provide financial information 
about the reporting entity that is useful to existing and potential investors, lenders and 
other creditors in making decisions about providing resources to the entity” (IASB, 
2010, p.9). Yet, to date, there is virtually no evidence of how other credit is affected by 
the use of IFRS. The expectation is that lower information asymmetry, under IFRS, 
increases foreign credit debt; however, this only becomes significant “where there is 
less trust between parties” (Li et al., 2017). Li et al. (2017) suggest that, in countries 
that already had high quality accounting standards before IFRS as well as strong 
enforcement, there is no trust issue between the firm and the other debt providers. This 
notion is supported by the findings of theoretical financial studies that, unlike 
traditional debt, which typically relies on debt covenants or financial reporting to 
protect the debt, other debt relies more on trust arising from close, long-term 
relationships between debtors and creditors (e.g., Cuñat, 2007; Love, 2011; Nilsen, 
2002). Most financial empirical evidence on this topic indicates consistently that firms 
increase their demand for short-term credit, either when public debt providers are 
suffering from information asymmetry or when the firms themselves are trying to cope 
with a financial squeeze (e.g., Abad et al., 2017). 
In keeping with this, in situations in which high information asymmetry exists or where 
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there are financial difficulties, more other debt will be used. This is because the 
relationship between other debt providers and entities is based on trust arising from 
their long-term relationship, which enables the former to access private information 
about the latter. Therefore, if A-IFRS enhances the information environment, it may 
well have no effect on other debt. Accordingly, the question of the effect of A-IFRS on 
OFD is an empirical issue. 
To summaries, in this section, the question of whether Australia’s foreign investment 
inflows increased after the use A-IFRS due to the reduction in information asymmetry 
faced by foreign investors is formulated. If there was an increase, a significant positive 
change in foreign investment, around 2005, can be expected.  
It is important to reiterate, at this stage that, while the literature shows that the benefit 
of IFRS stems from both the standards being of higher quality and the financial 
reporting being presented in a form that is more familiar to investors, this thesis focuses 
on how A-IFRS increased the level of foreign investment inflows in each component. 
Thus, it provides direct evidence of how A-IFRS accounting standards affect 
investment decisions by reducing information asymmetry among investors. On the 
other hand, the presence of a high quality of financial reporting under A-IFRS can only 
be extrapolated from the evidence of any increase in foreign investment around 2005. 
More details are provided in Chapters 5 and 6. 
4.4 Setting the Event Window  
The most critical step in this investigation is to identify the A-IFRS event window. The 
time frame within which any effect of A-IFRS on Australia’s foreign investment will 
appear in the various components of that inflow. The process of arriving at the most 
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feasible time frame for this is a complex one. This involves a general review of the 
timeline of the implementation process. Careful consideration of a number of other 
factors that can influence the timing of the effect, such as the type of foreign investment 
components and the effect of other economic events that were concurrent with A-IFRS 
application, are needed. 
The convergence process began on 3
rd
 of July 2002, when the FRC of Australia 
announced that the use of the Australian equivalents of IFRS (i.e., A-IFRS) would be 
applied as of the financial period beginning on or after 1
st
 of January 2005. 
Subsequently, the AASB issued AASB1: First-time Application of Australian 
Equivalents to IFRSs. Australian entities were required to restate their financial 
statements according to the A-IFRS for the period ending on 31
st
 December, 2004. In 
addition, they were requested to reconcile their financial statements under A-GAAP to 
those under A-IFRS, for the opening balance on 1
st
 of January 2004, and the end-of-
year balance on 31
st
 of December 2004, and provide an explanation of any adjustments 
made, particularly those under AASB 139. Under AASB 1, entities were allowed to 
apply the requirements set out in the guide to the application of AASB 139, regarding 
the ways in which the fair value of financial instruments is determined. The subsequent 
gains and losses are treated, either: “[1)] prospectively, to transactions entered into 
after 25 October 2002, to align the relief with US GAAP requirements [; or 2)] 
prospectively, to transactions entered into after 1 January 2004.” (Deloitte, 2005).24 
According to Bradbury (2008), there was no Australian equivalent standard of AASB 
139 before the decision was made to change over to A-IFRS. This means that the 
                                                          
24
 https://www.iasplus.com/en/binary/au/2005-02.pdf  
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financial reporting for the period during which A-IFRS was applied for the first time 
would provide incremental information for decision-makers. Wang and Welker (2011) 
state that the first report under AASB 1, on 30
th
 of June, should have contained 
sufficiently detailed information to enable users to understand any adjustments to the 
balance sheet, and profit and loss accounts. 
Moreover, to ensure that investors were provided with information regarding the likely 
impact of A-IFRS on the financial position and operating results of entities, AASB 
1047: Disclosing the Impacts of Adopting Australian Equivalents to International 
Financial Reporting Standards was issued by the AASB in April 2004. This standard 
was implemented in a two-step process, over the first two years following the initial 
application of A-IFRS. The first step concerned the annual or mid-year reporting, on, or 
after, 30
th
 of Jun 2004, in which the entities were requested to disclose information 
about how they had managed the transition to A-IFRS, and about what they perceived 
to be the key differences between their accounting policies under the A-GAAP and 
those under A-IFRS. In the second step, for the annual or mid-year reporting, on, or 
after, 30
th
 of June 2005, entities were required to disclose any identified or reliably 
estimated changes to their financial statements that occurred under A-IFRS (AASB, 
2004; Commonwealth, 2002; Jubb, 2005; Wang & Welker, 2011).  
The Australian Securities Exchange (ASE) required mid-year reports to be provided 
within 75 days of the half-year mark, while annual reports were to be made available 
within three months of the end of the fiscal year. This meant that the change-over 
period to A-IFRS for Australian reporting entities was 2004Q3, the quarter in which the 
first mid-year financial reports were available for public use.  
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A number of factors may also influence when the effect of A-IFRS manifests itself. For 
instance, while the effect of IFRS adoption was an overall increase in foreign 
investment flows, this effect may have differed from component to component for such 
investments. According to Ball et al (2008) and Beneish et al. (2015), debt providers are 
more sensitive to accounting information and, accordingly, are more prolific consumers 
of it than investors in portfolio equity. In addition, Florou and Kosi (2015) state that 
information asymmetry may affect loan providers less that portfolio debt providers, as 
the former are informationally advantaged due to their ability to access inside 
information and holding equity and have access to insider information. Therefore, the 
expectation is that the effect of A-IFRS on foreign portfolio debt will have manifested 
itself earlier than the effect on other components after the mid-year comparative 
financial reports were issued, i.e., in or after 2004Q3, if the information contained in 
such reports was relevant and reliable. This trend may also have been followed by loans 
and equity.  
With regard to direct equity and direct debt, the expectation is that neither will show an 
effect of A-IFRS, as both are considered to be the domains of internal investors who 
have access to inside information. However, if the direct debt was related to profit-
transfer, it is expected that the effect will appear after the date on which use of A-IFRS 
was mandated, i.e., with a lag. This is because, after this, there would have been limited 
opportunity or none at all, for MNCs to use transfer pricing, or any of the estimation 
methods, to transfer their profits. Thus, the only way for them to do this would have 
been by using internal debt between their affiliates. 
Regarding derivatives, many of the studies reviewed in Chapter 3 provide evidence that 
their use is associated with risk. Therefore, the studies suggest that, to invest in 
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derivatives, investors need to have access to a greater quantity of high-quality 
information regarding the associated risk (Taylor et al., 2010). To meet this need, in 
2005, the IASB issued IFRS 7: Financial Instruments: Disclosures, for adoption on 1
st
 
of January, 2007. Later, the AASB issued AASB 7, to be implemented on the same date, 
the purpose of which was to provide investors in derivatives with information about the 
nature and extent of risks arising from financial instruments. The main requirement 
under AASB 7 is that entities provide a greater quantity, as well as a higher quality, of 
disclosure concerning risk and the role played by fair value, especially in relation to 
financial derivatives (Birt et al., 2013; Chung et al., 2012). In view of this, it is 
predicted that there will be evidence of a substantial effect on foreign investment in 
derivatives after the implementation of AASB 7, in 2007. 
Regarding other foreign debt, while the suggestion is that accounting information, 
especially under IFRS, plays an important role in the decisions made by those who 
provide such debt, such as suppliers, for instance (e.g., Hail et al., 2010), there is 
insufficient evidence to support this. Therefore, the issue of whether the effect of A-
IFRS on other foreign debt is to be anticipated with a lead or a lag is an empirical one. 
Based on the above discussion, and because the various components of foreign 
investment may have reacted differently to the reduction in information asymmetry that 
followed A-IFRS application, the period 2004Q3-2007Q3 is chosen as the window 
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during which any structural break associated with this application, is likely to appear 
(see Figure 4.1).
25
   
As this thesis covers a 24-year period (1989–2012), it is anticipated that Australia’s 
foreign investment inflows may also show evidence of the effects of other economic 
events that occurred during this time, including the Asian Financial Crisis (AFC) of 
1997-1998, and the Global Financial Crisis (GFC) in 2008. These events are tabled in 
Figure 4.2. 
                                                          
25
 After 2007Q3, it is expected that foreign investment flows will show evidence of the negative 
effect of the Global Financial Crisis (GFC). 
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The present thesis examines the effects of the introduction of A-IFRS, a set of high-quality 
accounting standards, on foreign investment inflows. When the decision was made for 
Australia to use A-IFRS, it was expected that these standards would remove the financial 
barriers faced by foreign investors wanting to invest in Australia, by providing more 
relevant, reliable, and globally comparable financial reporting.  
Consequently, to address the objective of the present study, this chapter developed a broad 
theoretical framework that focused on foreign investment inflows. A question was 
developed to examine the association between A-IFRS and foreign investment inflows, in 
equity and debt. Both the framework and question draw on Australian and international, 
accounting and financial studies in the areas of IFRS/A-IFRS, investment and financial 
reporting quality. 
The following chapters (5 and 6) each detail the data collected and the specific research 
method used to investigate the research question formulated in this chapter, before finally 
presenting the results. 
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CHAPTER 5: Descriptive Statistics and Structural 
Break Test 
5.1 Introduction: 
In this chapter, by means of various structural break tests, I investigate whether A-IFRS 
affects Australian foreign investment inflows. It is a known fact that any event associated 
with policy change, a phenomenon identified by economic theory, can result in a structural 
break. As the introduction of A-IFRS in 2005 may be viewed as a policy change, a 
structural break test can be carried out to determine whether any break that is identified in 
the foreign investment inflow series may be associated with the date of the A-IFRS 
application, and whether that break is positive or negative.  
Before carrying out the structural break test, it is important to understand the trend and 
pattern of each of the selected variables. Therefore, this chapter first examines the time- 
series properties of the components of foreign investment inflows, both at the aggregated 
and disaggregated levels to see if there is any visual impression of a structural break due to 
the introduction of A-IFRS, or any other economic events.   
The traditional unit root test is used to check the stationarity of the foreign investment 
inflow series.  A policy change such as the use of A-IFRS can result in a structural break 
that may make an otherwise stationary series appear non-stationary.  One of the aims of 
this chapter is to test for unit root, in the presence of a structural break in the foreign 
investment inflow variables. Here, firstly, I apply an exogenously determined structural 
break of 2005Q3, as the date on which the first mid-year financial reporting, under A-
IFRS, was available for public use (see Section 4.4 for details). Next, rather than pre-
selecting the date, I use the unknown-structural-break approach, adopted from the 
   
93 
 
macroeconomic literature, to determine the break date, endogenously.  Since the sample 
period covers 24 years (1989Q1
__
2012Q4), more than one structural break is anticipated, 
so, the use of the multiple structural break test is deemed appropriate. Finally, I pinpoint 
the timing of any breaks that manifest themselves and then determine whether they can be 
associated with A-IFRS application. For each of the inflow variables, I confirm whether 
the coefficient of the structural-break dummy is positive or negative. If the values are 
significant and positive, I can conclude that the foreign investment inflows increased 
following the introduction of A-IFRS.  
The structure of this chapter is as follows: Section 5.2 presents the data, followed by the 
descriptive statistics. Then, in Section 5.3, the stationarity and unit root tests are applied in 
order to determine whether the data are stationary or have a unit root, with or without 
trend. In Section 5.4, the structural break tests are applied to indicate the structural break 
date both exogenously and endogenously. Finally, a conclusion of the results is presented 
in Section 5.5. 
5.2 Data and Descriptive Statistics 
This section provides an overview of the trend and pattern of each component of 
Australia’s foreign investment inflow. As shown in Table 5.1, the flow, measured in US 
dollars, is a quarterly series, compiled by the IMF and made available on the International 
Investment Position Statistics database.
26
  Foreign inflows to Australia are divided broadly 
into total foreign equity flow and debt flow.
  
As discussed in Chapter 4, the total equity 
inflow is further disaggregated into direct equity and portfolio equity inflows, while the 
                                                          
26
 The data is also available on the database of the Australian Bureau of Statistics (ABS), in AU$.  
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total debt inflow is disaggregated into direct debt, portfolio debt, derivatives, loans, and 
other foreign debt.   
In this section, we describe the various types of foreign investment flow to Australia and 
discuss the role played by public information in investment decision-making. The 
disaggregated series allows us to assess the effect of A-IFRS use on each variable and to 
determine whether this effect differs from one variable to another. Table 5.1 presents the 
stocks of various types of foreign investment and their definitions, which are similar to 
those described in the IMF’s Balance of Payments Manual.   
 
Table 5.  1: Foreign investment inflows to Australia 
Variables Definitions 
 FPE Foreign portfolio equity is equity investments in Australian projects by foreign 
corporations, where the investment constitutes less than 10 % of the common 
shares. 
FDE Foreign direct equity is equity investments, of non-residents in Australian 
corporations when there is ownership of 10 % or more of the common shares. 
FDD Foreign direct debt is short- and long-term borrowing from non-resident 
(foreign) corporations and their affiliates by Australian residents. 
FPD Foreign portfolio debt is short- and long-term debt of Australian residents 
owed to and by foreigners. 
FL Foreign loans of Australian residents owed to non-residents.  
FDR Foreign derivatives owed by Australian residents. 
OFD Other foreign debt is all other debt not mentioned above. 
TFE Total foreign equity (TFE): FDE + FPE. 
TFD Total foreign debt (TFD): FDD + FPD +FDR + FL + OFD. 
TFI Total foreign investment (TFI): TFE + TFD 
Sources of data: Balance of Payment and International Investment Position Statistics 
(BOP/IIP).   http://data.imf.org/?sk=7A51304B-6426-40C0-83DD-CA473CA1FD52. 
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Total Foreign Investment  
Figure 5.1 depicts Australia’s TFI and its disaggregated components, that is, TFD and 
TFE. For the period 1989–2015, it shows an increase in TFI, which reflects the 
dependence of the Australian economy on foreign investment to close the investment 
savings gap. This is a common feature of developed countries. It appears that the increase 
was more rapid from 2002 onwards.  Likewise, both TFD and TFE show a general upward 
trend after 2002.  
Figure 5.  1: Australia’s Total Foreign Investment (TFI) disaggregated as Total Debt 
(TFD) and Total Equity (TFE) in US$bn, 1989-2015 
 
Source: calculated from IIP data. 
Figure 5.2 indicates that, during the period examined in this study, total foreign debt (TFD) 
constituted the largest portion of foreign investment inflows (TFI) to Australia. During the 
Global Financial Liberalisation (GFL) period of 1993–1994, total equity (TFE) as a 
proportion of total investment increased by 5%. During the Asian Financial Crisis (AFC) 
of 1997–1999, total equity (TFE) and total debt (TFD) both decreased, as shown in Figure 
5.1; however, TFE was affected to a lesser degree than TFD. This suggests that the latter 
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was more vulnerable to the effects of the AFC, than the former, and these series only 
reverts to their long-term trend around 2001-2002, following the financial turmoil in the 
US markets. During the growth period, from 2002 to 2007, total debt (TFD) and total 
equity (TFE) remained stable at 59% and 41%, respectively, of total investment. This 
suggests that both were affected in a similar way.
27
 The period of growth was followed by 
a major but short-term decline, both in debt and equity flows, during the GFC of 2007–
2009, and by the very end of this period, equity was affected more than debt, by almost 
10% of the total investment. 
It is evident, from Figures 5.1 and 5.2, that focusing only on total foreign inflows masks 
the behaviour of the disaggregated series. Therefore, in order to gain an in-depth 
understanding of the effects of A-IFRS on foreign investment inflows, it is essential to 





                                                          
27
 Previous studies (e.g., Vermeulen & De Haan, 2014)  use either a ratio, or net foreign investment 
to explain the behaviour of foreign capital flows. However, a comparison of Figures 5.1 and 5.2 
reveals that the behaviour of TFE and TFD during the period 2002Q4 to 2007Q4 is obscured by 
netting one against the other. To avoid a loss of information, therefore, it is preferable to study the 
time sequences of the components, separately, as gross amounts.  
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Figure 5.  2: Total Foreign Debt and Total Foreign Equity as a Percentage of Total Foreign 
Investment, and the Growth rate 
 
 
Source: calculated from IIP data. 
Equity Investment 
The behaviour of total equity (TFE), and its components, portfolio equity (FPE) and direct 
equity (FDE) are shown in Figure 5.3. There is a notable fluctuation in the performance of 
both components, with considerable growth after 2002, followed by a dip in 2008, due to 





                                                          
28
 This could be due to the decline in commodity-prices, after the boom of 2012 (see, 
https://www.rba.gov.au/speeches/2016/sp-ag-2016-09-13.html. 
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Figure 5.  3: Total Foreign Equity (TFI) Disaggregated as Foreign Direct Equity (FDE) 
and Foreign Portfolio Equity (FPE) in US$bn, 1989-2015 
 
Source: calculated from IIP data. 
Debt Investment 
In Figure 5.4, total foreign debt (TFD) is made up of five distinct components: (1) direct 
debt (FDD), (2) portfolio debt (FPD), (3) derivative (FDR), (4) loans (FL) and (5) other 
debt (OFD). FPD constitutes the largest portion of TFD. After 2002, all components 
increased slightly. During the GFC period, FPD appears to be affected more than any other 
component. However, this effect was only short-lived, around 2008, after which it 
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Figure 5.  4: Total Foreign Debt (TFD) Disaggregated to Different Components in US$bn, 
1989-2015 
 
Source: Calculated from IIP data. 
There is an interesting observation to be made from the above figures. As all the preceding 
figures are based on raw data, they can give a misleading impression of the growth of the 
various components of foreign investment inflow. This growth appears to be exponential, a 
basic feature of many economic time series. However, after the data is transformed into 
logs, the patterns of growth, in all the series appear to be nearly linear. For example, in 
Figure 5.5, the log-transformed data clearly depicts these patterns in TFI inflows as being 
almost linear.
29
 Another notable feature of Figure 5.5 is that, from the end of 2002 through 
to the beginning of 2008, TFI grows at a greater rate than its long-run trend, which is a 
feature common to most of the component variables. This is consistent with the 
expectation that Australia’s foreign investment inflows increased after the application of 
A-IFRS. The statistical tests, reported in Section 5.4 seek to confirm this expectation. 
However, because other contemporaneous events, such as the commodity-price boom, 
                                                          
29
 See the graphs for the other variables, in Appendix B 
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which are detailed in Figure 4.2, occurred close to the A-IFRS event window (in 2003), 
they may provide an alternative explanation for the increase in Australia’s foreign 
investment inflows at this time. In addition, as is evident in all figures, the financial crises 
that occurred during the period of the study also affected, to varying degrees, the 
behaviour of the individual components of foreign investment, an effect that, if ignored, 
could cause the results of the study to be biased.  
Another interesting observation from the figures depicting raw and log data, is that after 
2012, there is a significant change in the pattern of the time series. As this event is outside 
the period of interest to this thesis, and could potentially affect the outcome of the study, 
data from 2013 to 2015 are omitted from the tests. 
It would seem that none of the time series under consideration are stationary in their raw 
form. However, Figure 5.5 suggests that the data fluctuate around a deterministic trend. 
Therefore, in the next section, in order to clarify the true behaviour of the data, application 
of a logarithm is followed by the traditional unit-root tests to determine whether the 
variables are stationary or non-stationary, with or without trend. This is a preliminary step 
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Figure 5.  5: Time Sequences of the Total Foreign Investment Inflow, US$ bn, in Natural 
Logs, 1989 – 2015. 
 
 
5.3 Stationarity and Unit Root Test 
It is said that a time series is stationary if its mean, variance and auto-covariance are not 
dependent on time. Variables with means and variance that change over time, are known 
as non-stationary or unit-root variables (Glynn, Perera, & Verma, 2007). The unit-root test 
is particularly important in the present study, as it determines the type of structural-break 
method to use, in order to identify the date of the change in the time series. By including 
the trend in non-trending data, some of this change may be absorbed, producing spurious 
results (Piehl, Cooper, Braga, & Kennedy, 2003). Therefore, before testing for a structural 
break, it is essential to determine whether the data is stationary, with or without trend.  
In this section, two sets of tests are applied. The first, which treats the unit root as the null 
hypothesis, includes both the Augmented Dickey-Fuller (ADF) and the Phillips and Perron 
(PP) unit root tests, while the second treats stationarity as the null hypothesis. This set 
includes The Kwiatkowski–Phillips–Schmidt–Shin (KPSS) test, which is used in this 
thesis. 
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Augmented Dickey-Fuller (ADF) and Phillips and Perron (PP) tests 
The first to be applied are the ADF and PP tests. The PP statistics are non-parametric 
versions of the ADF statistics, so their asymptotic distribution remains unaffected by serial 
correlation (Bartholdy, Peare, & Willett, 2000). Two versions of each test are applied, 
where: 
ADF models: 
∆𝑦𝑡 = 𝑢 + 𝛼𝑦𝑡−1 + ∑ 𝑐𝑖
𝑙
𝑖=1 ∆𝑦𝑡−𝑖 + 𝜀𝑡   5.1 
∆𝑦𝑡 = 𝑢 + 𝛽𝑡 + 𝛼𝑦𝑡−1 + ∑ 𝑐𝑖
𝑙
𝑖=1 ∆𝑦𝑡−𝑖 + 𝜀𝑡   5.2 
PP models: 
∆𝑦𝑡 = 𝑢 +  𝛼𝑦𝑡−1 + 𝜀𝑡    5.3 
∆𝑦𝑡 = 𝑢 + 𝛽𝑡 +  𝑎𝑦𝑡−1 + 𝜀𝑡     5.4 
In all, the null hypothesis is equivalent to: 
H0: 𝛼 = 0                                (i.e., the data has a unit root)  
The alternative hypothesis is: 
H1: 𝛼 < 0                                (i.e., the data has no unit root) 
 
where ∆ is the first-difference operator, 𝑦𝑡 is the foreign investment flow series, t is the 
time trend, and l is the number of lags to ensure that the error term, 𝜀𝑡  , is a white-noise 
disturbance and 𝑡 = 1 … , 𝑇 is the time period. Equations 5.1 and 5.3 include intercept(𝑢), 
while equations 5.2 and 5.4 include intercept (𝑢) and trend(𝑡).  
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Table 5.2 shows the results for ADF and PP, for both the aggregated and disaggregated 
series, with intercept, and intercept and trend. For each test, columns 1 and 2 show the t-
statistic value of the autoregressive coefficient (α), and column 3 shows the trend 
coefficient (β) (its t-statistic value is reported in parentheses). The null hypothesis of the 
unit root is rejected if the t-statistic for α is greater than the critical value (the critical 
values are provided in the footnote of Table 5.2). As expected, the results are mixed. The 
existence of a unit root is not rejected in any of the tests when only the intercept is 
included (Column 1 of each test). Although, when the trend (β) is included (Columns 3 of 
each test), the t-statistic values for the coefficient (α) are enhanced (Columns 2 of each 
test), the unit root hypothesis is only rejected for TFE and FDR under the ADF, and FDR 
and FPE under the PP test; however, it is only at the 10% level. All series (except FPD) 
show a significant positive trend at the 10% level or better, which supports the visual 
impression given by the graph in Figure 5.5. 
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Table 5.  2: Augmented Dickey-Fuller (ADF) and Phillips-Perron (PP) Unit Root Test 
Results 
test ADF PP 
model Intercept Intercept and trend Intercept Intercept and trend 
Coefficients α α β α α Β 
Total Foreign 
Investment 
TFI 1.1912 -1.66 0.0023* 
(1.9312) 
0.4828 -1.88 0.0017* 
(1.8985) 
Total Foreign Equity TFE 0.3895 -3.20 0.0051*** 
(3.1910) 
-0.278 -3.02 0.0043*** 
(2.7669) 
Total Foreign Debt TFD 1.2485 -1.31 0.0011* 
(1.6859) 




FPE -0.888 -2.52 0.0091** 
(2.4304) 
-0.832 -3.24 0.0058*** 
(2.770) 
Foreign Direct Equity FDE 0.330 -1.95 0.0023** 
(2.116) 
0.0582 -2.16 0.0023** 
(2.218) 
Foreign Direct Debt FDD 1.3739 -1.25 0.00123** 
(1.9976) 
1.5121 -1.20 0.00123** 
(1.998) 
Foreign Portfolio Debt FPD 0.3220 -1.49 0.0011 
(1.6283) 
0.6405 -1.49 0.0011 
(1.525) 
Foreign Loan FL -0.105 -1.50 0.00093* 
(1.65938) 
-0.105 -1.50 0.0009* 
(1.659) 
Foreign Derivative FDR -0.482 -3.24* 0.0140*** 
(3.225) 
-0.473 -3.23* 0.0118*** 
(3.336) 
Other Foreign Debt OFD 1.4097 -2.36 0.0058** 
(2.567) 
0.9716 -2.87 0.0052*** 
(3.0375) 
Note: 
Critical value; ADF = -3.500, -2.8922, -2.583192, PP = -3.5006, -2.8922, -2.583192 with intercept 
only, and ADF= -4.058, -3.458, -3.155, PP = -4.0576, -3. 457, -3.154 with intercept and trend, at 1%, 
5%, and 10% levels, respectively. 
***, **, * significant at the 1%, 5%, and 10% levels respectively. 
In the ADF tests, in order to select the optimal lag length (l), the t test criterion approach is used. 
This involves starting with a pre-determined upper bound l max. If the last included lag is significant, 
l max is chosen. However, if l is not significant, it is incrementally reduced by one lag at a time until 
the lags become significant. If no lags are significant, l is set at zero. The test is employed with l =11, 
which is (𝑁𝑖 × 12 100⁄ ), where 𝑁𝑖 is the number of observations in each series. Also, a asymptotic 
critical value of approximately 5% is used to determine the significance of the t-statistic on the last 
lag (Perron, 1997). 
In the PP tests, the Bartlett kernel estimation method is selected (default method), and to control the 
lag length, Andrew’s Bandwidth is used. 
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There have been some criticisms of these two tests. For example, Kwiatkowski, Phillips, 
Schmidt, and Shin (1992) hold that the existence of a unit root is the null hypothesis of 
these tests, and in classical hypothesis testing, this null is accepted unless there are strong 
grounds   for doing otherwise. Therefore, the ADF and PP tests are not regarded as being 
very powerful against the relevant alternative hypothesis. The mixed results, reported in 
Table 5.2 could reflect the problems identified by Perron (1989) and others. The ADF and 
PP tests have low power if the series is stationary with trend, and the existence of 
structural breaks in stationary data, which is expected to be the case for the foreign 
investment inflow series, can sometimes make a stationary time series appear non-
stationary.  
In contrast, the second set of tests for unit root, which includes the Kwiatkowski–Phillips–
Schmidt–Shin (KPSS) test used in this thesis, is based on the null hypothesis that a series 
is stationary. Such tests are said to have more power than the ADF and PP tests to accept 
the stationarity with trend. Accordingly, the KPSS test is used to supplement the first set of 
tests.  
 Kwiatkowski–Phillips–Schmidt–Shin (KPSS) test 
This set is usually used to test the null hypothesis of stationarity, versus non-stationarity, 
around the mean or trend (see Lee & Lee, 2012). The KPSS takes the following forms: 
𝑌𝑡 = 𝑢 + 𝜑𝑡 + 𝜀𝑡                 5.5 
𝑌𝑡 = 𝑢 + 𝛽𝑡 + 𝜑𝑡 + 𝜀𝑡                    5.6 
Where 𝜀 is stationary and a random walk, i.e.: 
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𝜑𝑡 = 𝜑𝑡−1 + 𝜔𝑡           5.7 
The null hypothesis is H0 = 𝜎𝜔
2 = 0,  which implies that 𝜑𝑡 is constant.  
Table 5.3 shows the results of the KPSS test. The null hypothesis of stationarity cannot be 
rejected if the t-statistic for 𝜑 is less than the critical value (the critical limits are shown in 
the footnote of Table 5.3). For intercept only (Column 1), the null hypothesis of 
stationarity is rejected; however, when the trend is included (Columns 2 and 3) as 
expected, the foreign investment inflow series appear to be stationary around the 
deterministic trend, with a significant positive trend. 
The evidence obtained from the ADF, PP, and KPSS tests, along with the visual evidence 
provided in Figure 5.5, suggests that the data has trend. The mixed results concerning 
stationarity hint at the possibility of the series having one or more structural break. 
Therefore, in the following section, structural-breaks tests with trending data are used to 
investigate whether a break exists in Australia’s foreign investment components, around 
the date on which A-IFRS was introduced. 
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Table 5.  3: Kwiatkowski–Phillips–Schmidt–Shin (KPSS)Unit Root Test Results 
Model intercept Intercept and trend 
Coefficients α α Β 
Total Foreign Investment TFI 1.161 0.14 0.0274*** 
(43.90) 
Total Foreign Equity TFE 1.243 0.11 0.0278*** 
(48.97) 
Total Foreign Debt TFD 0.777 0.20 0.0271*** 
(37.591) 
Foreign Portfolio Equity FPE 0.591 0.08 0.035*** 
(50.22) 
Foreign Direct Equity FDE 2.959 0.13 0.023*** 
(35.76) 
Foreign Direct Debt FDD 0.533 0.21 0.0258*** 
(22.032) 
Foreign Portfolio Debt FPD 0.930 0.20 0.0272*** 
(37.868) 
Foreign Loan FL 1.868 0.159 0.0185*** 
(17.510) 
Foreign Derivative FDR 0.615 0.10 0.0429*** 
(38.172) 
Other Foreign Debt OFD 0.794 0.155 0.0318*** 
(65.181) 
Critical value: 0.7390, 0.4630, 0.3470 with intercept only, and 0.216, 0.146, 0.119 with intercept 
and trend, at 1%, 5%, and 10% levels, respectively. 
 
 
5.4 Detecting the Structural Break Date 
This section aims to investigate the question of whether Australia’s foreign investment 
inflows increase after the application of A-IFRS. If there is an increase, a significant, 
positive break around 2005, is expected, in all or some of the components of Australia’s 
foreign investment inflows series. To answer the above question, two structural break 
methods are used. Firstly, testing for an exogenous single break allows, in the most 
traditional way, to identify the effect of the change-over to A-IFRS.  Here, the structural 
   
108 
 
break test is carried out using the pre-selected date of 2005Q3, when A-IFRS was formally 
implemented (See Section 4.4 and Figure 4.2 for more details). Secondly, testing for an 
endogenous break, this allows pinpointing the date of the break endogenously, that is, by 
allowing the break to be identified from the data, rather than using a pre-selected date. The 
benefits of endogenously identifying the break date are discussed in Section 4.4. Since the 
sample period of the study covers 24 years, more than one structural break is likely to 
occur; in view of this, the multiple endogenous break test is applied. This gives a broader 
view of the behaviour of foreign investment series, during the time of study. All the tests 
are univariate tests, where the only variables of interest are the shift in the intercept and the 
growth in the slope of the foreign investment inflows.  
It is expected that evidence of the benefit of A-IFRS will appear at the time of A-IFRS 
application around 2005 as a positive structural break in the foreign investment inflow 
series. As discussed previously (See Section 4.4), due to transition and mandatory period, 
the effect of A-IFRS is expected to manifest itself within a wide range of possible dates. 
The selected A-IFRS event window extends from the third quarter of 2004 to the third 
quarter of 2007, so to be as agnostic as possible with regard to potential transition effects 
or implementation lags.  
5.4.1 A Single Exogenous Structural Break  
In Section 5.3, it was argued that the traditional unit-root test is biased against rejecting the 
unit-root hypothesis, when structural breaks  are present (Edwards, 1995; Perron, 1989). 
Perron (1989) modified the DF unit root test to allow a structural break to be tested for 
using a pre-selected date. This involves estimating two groups of equations: the 
innovational outlier (IO) and the additive outlier (AO).  
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The IO allows for the change in the time series to be gradual. The first model, IO1, allows 
for the change in the intercept of the trend function:  
   𝑦𝑡 = 𝑢 + 𝜃𝐷𝑈𝑡 + 𝛽𝑡 + +𝑑𝐷(𝑇𝐵)𝑡 +  𝑎𝑦𝑡−1 +  ∑ 𝑐𝑖
𝑙
𝑖=1 ∆𝑦𝑡−𝑖 + 𝜀𝑡    5.8 
The second model (IO2) allows for the change in the trend only:      
 𝑦𝑡 = 𝑢 + 𝛽𝑡 + 𝛾𝐷𝑇𝑡 +  𝑎𝑦𝑡−1 +  ∑ 𝑐𝑖
𝑙
𝑖=1 ∆𝑦𝑡−𝑖 + 𝜀𝑡 5.9 
The third (IO3) is a comprehensive and less restrictive model that allows the change in the 
intercept and trend:                           
𝑦𝑡 = 𝑢 + 𝜃𝐷𝑈𝑡 + 𝛽𝑡 + 𝛾𝐷𝑇𝑡 + 𝑑𝐷(𝑇𝐵)𝑡 +  𝑎𝑦𝑡−1 +  ∑ 𝑐𝑖
𝑙
𝑖=1
∆𝑦𝑡−𝑖 + 𝜀𝑡 5.10 
where 𝑇𝐵 is the time break, 𝐷𝑈𝑡 is an intercept dummy that is set equal to if t 𝑇𝐵 and 
to zero otherwise. 𝐷𝑇𝑡 is the trend dummy that is set equal to t if 𝑡 > 𝑇𝐵 and to zero 
otherwise, 𝐷(𝑇𝐵)=1 if t = 𝑇𝐵 + 1 and zero otherwise. 
The AO allows for immediate change. The first model AO1 allows for the change in the 
level (intercept), while the second model, AO2, allows for the change in the trend only; the 
third model, A03, allows for the change to manifest itself, in both the intercept and trend:  
 AO1 𝑦𝑡 = 𝑢 + 𝜃𝐷𝑈𝑡 +  𝛽𝑡 + ȳ𝑡 5.11 
  𝐴𝑂2 𝑦𝑡 = 𝑢 +  𝛽𝑡 +  𝛾𝐷𝑇𝑡 + ȳ𝑡 5.12 
AO 3 𝑦𝑡 = 𝑢 + 𝜃𝐷𝑈𝑡 +  𝛽𝑡 + 𝛾𝐷𝑇𝑡 + ȳ𝑡 5.13 
where ȳ𝑡is the detrended series. In the next stage, the test is performed using the t-statistic 
for α =1 (unit root test): 
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ȳ𝑡 = 𝑎ȳ𝑡−1 +  ∑ 𝑐𝑖 𝛥ȳ𝑡−𝑖 
𝑙
𝑖=1 +  𝜀𝑡    5.14 
Since IO3 and AO3 are the most comprehensive and less restrictive models, they are used 
in the thesis to exogenously test for a structural break.  
The single exogenous break (IO3 and AO3 models) test results 
Table 5.4 presents the results for the aggregated data. If foreign investors were affected by 
A-IFRS application in 2005, then there should be a positive, structural break in one, or all, 
foreign investment components.  
In Table 5.4, the results for the aggregated data (TFI, TFE and TFD) are reported; Panel A 
shows the IO3 results and Panel B shows the AO3 results.  Column 1 reports the intercept 
(u); column 2, the shift in the intercept (θ); column 3, the trend coefficient (β); column 4, 
the growth in the trend (γ) and column 5, the autoregressive coefficient (α). The t-values 
for each of these coefficients are reported in parentheses.  
The two main coefficients of interest are that of the post-intercept break dummy 
coefficient (θ), which reflects the shift in the intercept after 2005, and the post-trend break 
dummy coefficient (γ), which reflects the growth in the trend. 
As expected, the results of model IO3 (Panel A) shows that the shift in the intercept (𝜃) is 
statistically significant, and positive, for TFI and TFE. However, there is no significant 
effect on the slope (𝛾) after 2005. This may be due to the dynamics of the series (the auto-
regressive coefficient) in the estimating equations. To remove the effect of this dynamics, 
model AO3 is applied and the results are presented in Panel B. It shows that the shift in the 
intercept (𝜃) is significant and positive for all variables. For the growth in the slope (γ), the 
effect on this becomes significant and positive but the coefficient values are very small 
(γ=0.009). These results imply that, overall, there is evidence that Australian foreign 
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investment has a significant positive structural break around the date of A-IFRS 
application. 
Table 5.  4: Innovational and Additive Outlier Model for determining the Break Date, in 
Intercept and Slope (IO3 & AO3), (Perron, 1989), for Total Foreign Investment Inflows as 
Aggregate. 
Description V.s u θ β γ α 
Panel (A) 





























































The assumption, here, is that there is a break under both the null and alternative hypothesis of unit root. 
Break date selected: 2005Q3; λ= 0.698 (λ= Tb/T). 
For the stationarity (α), the critical values for IO3, using Perron (1989), the asymptotic one-side p-values, 
are: -4.752708, -4.181250, and -3.861875, at the 1%, 5%, and 10% levels, respectively. For AO3, using 
Perron (1989), the asymptotic one-sided p-values are: -4.752708, -4.181250, and 3.861875. For DRA (76 
observations), λ= 0.6133, the critical values are -4.862667, -4.232, and -3.938000, at the 1%, 5%, and 10% 
levels, respectively, for both models. 
These tests were repeated using 2004Q3 and 2005 as the dates of the expected breaks. While the results of 
these were acceptable, using 2005Q3 provides a more reliable result. 
 
Table 5.5 shows that, under the IO3 model, the effect on TFE is mainly driven by direct 
equity (FDE), and there is no significant effect on portfolio equity (FPE). When the AO3 
model is applied, the results are slightly different: while FDE has a significant positive 
structural break in both the intercept and slope, FPE shows a positive break in the 
intercept, and a significant negative break in the slope. These puzzling results for FPE 
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could be due to the presence of more than one break. 
Table 5.  5: Innovational and Additive Outlier Model for determining the Break Date, in 
Intercept and Slope (IO3 & AO3), (Perron, 1989), for Foreign Equity Inflows as 
Disaggregates. 
Description V.s u θ β γ α 
Panel (A) 











































Table 5.6 (Panel A) shows that the results are not different when the TFD is disaggregated 
into its components. The results from model IO3 show no evidence of a structural break in 
2005Q3. FL and OFD both show significant breaks in the slope; however, the effects are 
negligible (γ=-0.003 and 0.004, respectively). Replacing the estimation method by the 
AO3 model (in Panel B), more evidence is found. All debts, except OFD and FDR, have a 
significant positive structural break in the intercept (𝜃) and all, except FL and FDR, have a 
significant positive structural break in the slope. However, the growth in the slope is 
negligible, at approximately zero, which could be due to mis-specified break date or the 
existence of more than one break.  
  




Table 5.  6: Innovational and Additive Outlier Model for Determining the Break Date, in 
both Intercept and Slope (IO3 & AO3), for Foreign Debt Inflows as Disaggregates. 
























































































































The general conclusion that can be drawn from the results presented in this sub-section is 
that, apart from FDR, there are mixed results concerning the presence of a structural break, 
in both the debt and equity components of Australia’s foreign investment inflow in 
2005Q3. As mentioned earlier, using a pre-selected/exogenously selected date is not a 
particularly attractive method; however, it does provide a first-step preliminary break test 
analysis. Considering that there may have been implementation lags where the effects 
appeared later than predicted, or lead effects, which occurred during the transition-to-
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implementation period before the standards were mandatory (e.g., Beneish et al., 2015), it 
is, therefore, necessary, now, to endogenously identify the structural break. This approach 
allows the researcher to decide whether the identified break is related to A-IFRS or to 
another event. In addition, given the long time series (24 years), the occurrence of more 
than one structural break is highly likely. Accordingly, in the following sub-sections, the 
endogenous multiple- break test is applied. 
5.4.2 Multiple Endogenous Structural Break  
The period of study is from 1989Q1–2012Q4. Therefore, the Bai and Perron (2003) 
multiple structural break test is applied to assess the effects of A-IFRS application on each 
of the foreign investment inflows. This provides a more detailed view of the behaviour of 
the various investment inflows around the time of A-IFRS. It will indicate if the timing 
and the effects vary across these series.
30
   
Prior to carrying out the multiple structural break test, the single endogenous structural 
break test (Vogelsang & Perron, 1989) was used to identify the most important single 
structural break in the time series. The results are reported in Appendix C. Overall, there is 
weak evidence of a structural break within the A-IFRS event window; however, this was 
expected. As already mentioned, as the study covers 24 years, there is a high possibility 
that more than one important economic event could cause a break in the series (e.g., the 
AFC or GFC). Thus, there is the possibility that no evidence will be found of a single 
                                                          
30
 The multiple structural break test (Bai & Perron, 2003), assumes that there is no unit root in the 
data. This assumption of stationarity is based on studies by Ben-David and Papell (1998), which 
provide strong evidence in support of the rejection of the unit-root null hypothesis, in favour of a 
trend stationary with structural breaks. Likewise, many studies estimated a model where the 
coefficient of α is 0.93, 0.82, 0.89, and 0.82, namely α ≠1 (e.g., Lothian & Taylor, 1996; Prodan, 
2008; Rudebusch, 1993). 
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structural break around 2005 using this method. Alternatively, even a single break was to 
be detected, the presence of any other major event might mask the true date of the effect of 
the A-IFRS, thereby turning what might otherwise be a strongly positive result, into a 
weak positive, or even a negative. These arguments provide support for the use of the Bai 
and Perron (2003) multiple structural break model for 𝑚 + 1 regimes: 
𝑦𝑡 = 𝑥𝑡
′𝛽 + 𝑧𝑡
′𝛿1 + 𝑢𝑡 ,            𝑡 = 1, … , 𝑇1, 
𝑦𝑡 = 𝑥𝑡
′𝛽 + 𝑧𝑡
′𝛿2 + 𝑢𝑡 ,            𝑡 = 𝑇1 + 1, … , 𝑇2, 
                 ⋮                                  ⋮ 
𝑦𝑡 = 𝑥𝑡
′𝛽 + 𝑧𝑡
′𝛿𝑚+1 + 𝑢𝑡 ,       𝑡 = 𝑇𝑚 + 1, … , 𝑇, 5.15 
where 𝑦𝑡  is the observed dependant variable at time 𝑡  : in this thesis, this is the 
components of Australia’s foreign inflows; 𝑥𝑡 and 𝑧𝑡 are the vectors of the regresses, while 
β and 𝛿𝑗  (𝑗 = 1, … , 𝑚 + 1) are the corresponding coefficients of vectors with 𝛿𝑖 ≠ 𝛿𝑖+1 
(𝑖 = 1, … , 𝑚). 𝑢𝑡  is the disturbance term, at time 𝑡, while 𝑚 is the number of structural 
breaks. The time breaks are (𝑇 = 𝑇1, … , 𝑇𝑚) treated as unknown (endogenously).  
If all the coefficients in (5.15) are subject to change, then (5.15) becomes a pure structural 
change model and takes the following form 
𝑦𝑡 = 𝑐𝑗 + 𝑢𝑡 5.16 
where 𝑡 = 𝑇𝑗−1 + 1, … , 𝑇𝑗 , for 𝑗 = 1, … , 𝑚 + 1 with 𝑇0 = 1. 
Given that, I am interested in determining whether there is any break in the components of 
Australia’s foreign investment inflows around the time of A-IFRS application, I assume a 
pure structural change model as described in (5.16) may not be suitable as all the series are 
trending. In place of this,  the modified version of the Prodan (2008) model, which 
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assumes that all data are trending stationary, is applied.  The modified structural change 
model is depicted by  
𝑦𝑡 = 𝑐𝑗 + 𝛽𝑡 + 𝑢𝑡 5.17 
This is a partial structural model and can be described as pure trend model where the 
breaks are assumed to be in the constant while the trend (𝑡) is estimated over the full 
sample.  Three issues must be considered when estimating (5.17).  Firstly, the need to pick 
the number of break points; since there are only 96 observations in the data series, a 
maximum of three breaks are allowed (𝑚 = 3), and the data is trimmed by at least 20% of 
the observations as breaks are not expected to be detected at either end of the sample.  
Given that the data is trending, a trend component is added to obtain a trend stationary 
series. To measure the minimum structure, I follow Bai and Perron (2006) by allowing for 
heterogeneity and serial correlations of the errors in the different sub-samples.
31
 
Multiple structure breaks are identified, by the BP test in a process consisting of two steps. 
The first involves testing for structural changes while, in the second step, the number of 
breaks is determined.  
In the first step, the UDmax and WDmax statistics, double maximum tests are used to test 
the null hypothesis – that there is no structural break– against the alternative– that there are 
an unknown number of breaks. If the null hypothesis of no break is rejected by the double 
maximum tests, then the next step is to apply the sequential sup 𝐹𝑇(𝑙 + 1|𝑙) procedure to 
determine the optimal number of structural breaks. This process is repeated by increasing 𝑙 
sequentially until the test sup 𝐹𝑇(𝑙 + 1|𝑙) fails to reject the no additional structural change 
                                                          
31
 I did not include an AR process in (5.17) to control for serial correlation as Prodan (2008) finds 
that the pure model is more efficient than the partial trend model (𝑦𝑡 = 𝑐𝑗 + 𝛽𝑡 + 𝑝𝑦𝑡−1+𝑢𝑡) for 
detecting structural breaks. 
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hypothesis. The number of breaks selected is associated with the minimum error of squares, 
and sup F is the F test for each sub-sample. For example, the sup 𝐹𝑇(𝑙 + 1|𝑙) test is not 
significant at the 5% level for any (𝑙 ≥ 2) for TFI, indicating the presence of two breaks in 
the series. These tests are carried out on all components, aggregated and disaggregated, to 
determine the potential break points (𝑇𝛽). 
The multiple endogenous break (Bai & Perron, 2003) test results and discussion 
Tables 5.7, 5.8, and 5.9 present the results of estimating the model for both aggregated and 
disaggregated foreign investment. As mentioned above, this model is a two-step process.   
The first step is to test for the presence of at least one structural break, by applying the 
global test. The two general tests for the presence of a structural break, the UDmax and 
WDmax, provide evidence of at least one structural break in each series (Columns 1 and 
2), at the 0.5% level of significance, or better. This is consistent with the findings of the 
earlier tests for a structural break. In Step 2, the sequential test is used to determine the 
optimal number of breaks when the Sup F (L+1/L) test is used to estimate the break dates 
(Columns 3 and 4). The findings of this step are significant at the 5% level, or better.
32
 The 
findings of the BP test in the second step show that all variables, except OFD, have two or 
more structural breaks. Some of these occurred in 2005, a date close to those estimated by 
the previous tests. 
In Table 5.7, both 1997Q4 and 2004Q4 are shown as break dates for TFI. The latter, which 
shows an increase in TFI, is within the A-IFRS event window. The former, which shows a 
decrease in TFI, falls within the AFC of 1997-1998. TFE also has two structural breaks: 
the first, which is negative, occurred in 2000Q1, and the second, which is positive, in 
                                                          
32
 Appendix D provides more detail regarding the results of the Bai and Perron (2003) test. 
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2004Q4. Similarly, TFD has two break dates, one in 1997Q2 and the other in 2004Q4. 
Overall, in all cases, the second break date appears to be in 2004Q4. This is within the 
window of when AASB 132 and AASB 139 were first used, and also of the introduction of 
AASB 1 and AASB 1047, both of which required greater disclosure of an entity’s financial 
position and operating results in its annual and mid-year report, in 2004 (See Section 4.4). 
This suggests that the use of A-IFRS, by providing foreign investors with relevant, reliable, 
and more comparable financial information (Wang & Welker, 2011), may have 
encouraged foreign investors to invest in both debt and equity in Australia. However, 
because each of the disaggregated foreign investment components may have reacted 
differently to A-IFRS, the structural break date that was identified using aggregated data 
could be due to the dominance of only one or two components of foreign investment flow. 
Accordingly, the next step was to disaggregate the equity and debt components of the 
foreign investment.   
Table 5.  7 : Results of the Multiple Structural Break Test for Total Foreign Investment 
Inflows as Aggregates 
V.s Step 1(double maximum tests) Step 2 (break dates selected) 
 UDmax WDmax Sup F (1/0) Sup F (2/1) TB1 TB2 
TFI 67.171 108.690 123.677 36.661 -1997Q4 +2004Q4 
TFE 47.500 47.500 47.500 16.733 -2000Q1 +2004Q4 
TFD 128.652 208.173 143.592 29.640 -1997Q2 +2004Q4 
Note 1: The critical values for Sup 𝐹𝑇(𝑘) for 𝑘 = 1, … ,3 are 8.22, 6.53 and 5.08 respectively; and for 
UDmax, and WDmax are 8.43 and 9.27 respectively. All tests are significant at 5% or better. 
Note 2: When I re-estimate, using a maximum break = 5, all variables appear to have a structural break 
around the A-IFRS window. 
 
 
In terms of disaggregated equity, the test results in Table 5.8 indicate two breaks in FPE, 
one of which occurs in 2005Q3, the date of the first half-year reporting that was prepared 
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using A-IFRS. This report was expected to reduce information asymmetry (Wang & 
Welker, 2011). In addition, there is evidence that FPE has a break in 1993Q4, the period of 
GFL. The appearance of such a break provides robustness to the results obtained using the 
Bai and Perron (2003) test. This result is consistent with the visual impression in Figure 
5.3. FDE has two structural breaks, in 1997Q4 and 2003Q4. The second of these is 
positive; however, as it falls within the year that marked Australia’s commodity-price 
boom (2003), a plausible explanation is that the effect on FDE is driven more by this event 
than the introduction of A-IFRS. However, to reach a definite conclusion concerning the 
source of the effect, the commodity-price boom and other economic events need to be 
controlled for; this is done in Chapter 6. 
Table 5.  8: Results of the Multiple Structural Break Test for Foreign Equity Inflows as 
Disaggregates 
V.s Step 1(double maximum tests) Step 2 (break dates selected) 
 UDmax WDmax Sup F (1/0) Sup F (2/1) TB1 TB2 
FPE 37.523 54.327 37.523 24.458 +1993Q4 +2005Q3 
FDE 69.181 90.847 92.786 40.961 -1997Q4 +2003Q4 
  
For disaggregate debt, the results, in Row 1 of Table 5.9 show that FDD has a positive 
structural break in 2006Q4. This result indicates that after the application of A-IFRS 
MNCs encouraged foreign affiliates to invest in their Australian partners, which may 
imply tax purposes. This date of the break is consistent with the findings of De Simone 
(2016), which suggests that affiliates need time to adjust to the shift in profit following 
their move to A-IFRS. Interestingly, FDD also has a positive structural break in 2001, a 
date that is close to that of the implementation of the GST in Australia in 2000.  This could 
also support the argument advanced in Chapter 4, that FDD is affected by the tax system. 
Further investigation of this is conducted in Chapter 6.  
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The second of the TDF disaggregated components is FPD which, as a public debt, is the 
most significant source of Australia’s foreign debt (See Appendix A). This was expected 
to increase significantly after the application of A-IFRS. FPD has two break dates: one in 
1998Q1 and the other in 2004Q3. The latter is close to the date of the structural break in 
TFD. This structural break in 2004Q3, confirmed this expectation as it is within the 
implementation of AASB 1, AASB 1047, AASB 139, and AASB 132. These standards, 
with great disclosure and the use of fair value under A-IFRS, may have provided foreign 
investors with more relevant and reliable information concerning the future cash flow of 
their investments, thereby enabling them to more accurately estimate the quality of their 
investments (e.g., Florou & Kosi, 2015; Taylor et al., 2010).  
The third component of debt is FL. According to previous studies, financial reporting plays 
a significant role in decision-making by banks. Thus, it was expected that FL would 
increase significantly after A-IFRS was introduced. The results showed a significant break 
in FL, in 2005Q3, a date that falls within the A-IFRS event window. This coincided with 
the date of the structural break in FPE; therefore, the same explanation, that public 
accounting information plays an important role in reducing information asymmetry, may 
also apply here. This finding is consistent with those of Brown (2014), Florou and Kosi 
(2015), and Kim et al. (2011). 
FDR indicated the presence of a non-significant structural break in 2005Q3, a date that 
was determined exogenously; however, when it was tested endogenously, two significant 
structural breaks were indicated. The first of these falls in 2002Q4, that is, within the 
timeframe of the government’s announcement of its intention to implement A-IFRS. The 
second is in 2007Q2. This is close to the break date of 2007Q1, which was identified under 
the single endogenous structural break test (See Appendix C), and both close to the date of 
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the implementation of AASB 7. This result suggests that FDR may be sensitive to the 
requirement of AASB 7, for increased disclosure regarding risk, especially that related to 
the use of derivatives, such as commodity risk, exchange risk, and so on (e.g., Birt et al, 
2013; Taylor & Tower, 2011). This extra information may enhance the investment 
decisions of foreign investors, thereby making them more confident investing in 
derivatives. Alternatively, the structural break could be due to the effect of the GFC: the 
greater uncertainty and higher risk during this crisis, drove foreign investors to invest in 
FDR. In Chapter 6, after the commodity price risk, credit risk, and exchange rate risk are 
controlled for, this will be investigated further. 
OFD is also positively affected in 2007Q3, that is, within the A-IFRS event window. This 
result is consistent with the suggestion of Hail et al. (2010) and the finding of Li et al. 
(2017), that firms that prepare their financial reporting under IFRS have more efficient 
contracts with suppliers. However, it is not clear why OFD shows a lag effect. Previous 
studies do mention that other foreign debt providers have the ability to access insider 
information (Love, 2011), which means it should not be overly affected by the increased 
disclosure concerning risk under AASB 7. An alternative explanation is that the GFC may 
have pushed providers of other foreign debt to support their Australian customers 
experiencing financial difficulties by providing them with more goods and services on 
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Table 5.  9: Results of the Multiple Structural Break Test for Foreign Debt Inflows as 
Disaggregates 
V.s Step 1(double maximum 
tests) 
Step 2 (break dates selected)  






TB1 TB2 TB3 
FDD 121.21 184.37 125.83 43.545 28.51 -1996Q4 +2001Q4 +2006Q4 
FPD 123.50 199.83 126.82 72.446  -1998Q1 +2004Q3  
FL 148.43 212.46 136.92 67.109 14.52 -1995Q1 +1999Q4 +2005Q3 
FDR 71.268 89.713 39.80 50.90  +2002Q4 +2007Q2  
OFD 24.512 39.663 50.131   +2007Q3   
 
Overall, up to this stage of the investigation, there is sufficient evidence to support the 
notion that the flow of foreign investment into Australia increased significantly, following 
the implementation of A-IFRS. The above results reveal some variations in the break dates 
indicated in the disaggregated foreign investment inflow variables. In some flow variables 
such as FPE and FL, the break date was around 2005Q3, while in others, such as FDD, 
FDR and OFD the break appeared with a lag, the effects of A-IFRS having been felt more 
than a year after the official implementation of A-IFRS. FPD was the only disaggregated 
variable with a lead effect, while FDE remained unaffected by A-FIRS. In general, since 
all these breaks occurred around 2005, and, therefore, within the A-IFRS event window of 
2004Q3–2007Q3, they are consistent with the effect of the introduction of A-IFRS. The 
different break dates suggest that the nature and degree of the effects of A-IFRS varied 
according to the type of flow component. These outcomes are consistent with the 
theoretical frameworks described by Razin et al. (1998) and others (See Chapters 3 and 4). 
In the present study, the Bai and Perron (2003) multiple-structural-break test plays an 
important role, because it identifies the effect of A-IFRS on foreign investment, after other 
events are controlled for. For instance, it identifies breaks, which, in most cases, coincide 
   
123 
 
with the occurrence of a historical event or financial crisis (e.g., 1993Q4 is the date of 
Global Financial Liberalisation, and is also close to the period of the Mexican Debt Crisis 
of 1994–1995, while 1997Q3 is around the time of the Asian Financial Crisis of 1997–
1998).
33
   
Overall, these results confirm the prediction that foreign investment inflows have a 
positive structural break around 2005, close to the date of the introduction of A-IFRS. This 
can be interpreted as support for the study’s prediction that Australia’s foreign investment 
inflows increased after the entities were required to use A-IFRS. 
5.4.5 Robustness Test  
To add robustness to the above findings, the Lee and Strazicich (2003) test is used. This 
test identifies breaks occurring under both the null and alternative hypotheses of unit root. 
The method and the results of this test are shown in Appendix E. Model C of the Two-
Break Minimum LM Unit-Root Test (2003), which allows for changes in the intercept and 
trend, is applied, in this thesis 
The results indicate that although the Lee and Strazicich (2003) test differs from that of the 
Bai and Perron, (2003), both identify, approximately, the same break date for each of the 
variables, one that falls within the A-IFRS event window. The only exception is FL, which 
has no break within this window under Lee and Strazicich (2013); however, the two breaks 
that are indicated, in 1993Q2 and 2000Q4, are close to those, in 1995Q1 and 1999Q4, that 
are indicated by the Bai and Perron (2003) test. Moreover, the Bai and Perron test 
                                                          
33
 There is no clear evidence that the Mexican debt crisis in 1994-1995 affected Australia foreign 
investment inflows; however, there is evidence that it had a significant effect on many other 
countries that have an important partnership with Australia, such as US (e.g., Musacchio, 2012). 
This might have affected the level of foreign investment that Australia received from such 
countries.  
   
124 
 
pinpoints yet another structural break in 2005Q3, a date within the A-IFRS event window. 
This provides further support for the use of the Bai and Perron (2003) multiple-structural-
break test. 
5.5 Conclusion  
 This chapter aimed to identify a structural break in each of the various components of 
Australia’s foreign investment inflows, to see if there was any positive structural break, 
around 2005, the year of A-IFRS implementation. Identifying this break date is central to 
the present study, since it is crucial to answering the question of whether this event was 
associated with an increase in foreign investment due to the capacity of the global 
standards to reduce the informational disadvantage of foreign investors, relative to their 
local counterparts.    
 Evidence of an increase in Australia’s foreign investment inflow, was obtained using time 
series from 1989Q1 to 2012Q4 coupled with a range of structural break methodologies, 
i.e., exogenous and endogenous structural break tests. Firstly, a single exogenously 
detected structural break test (innovational outlier (IO) and additive outlier (AO)) was 
carried out and mixed results of significant increases after 2005Q3 were found. The mixed 
outcome could be attributed to lead or lag effects of A-IFRS. In the next step, a structural 
break test that identified the break date endogenously was used. Since the time series 
covers a lengthy period of close to 24 years, it was anticipated that there could be more 
than one break (See Figure 4.2). Therefore, the Bai and Perron (2003) endogenous 
multiple structural break test was applied. Overall, the findings reported in Table 5.10 
indicate a significant structural break around the date of A-IFRS application, in all 
Australian foreign investment inflows, except FDE. These findings are further supported 
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by the application of a robustness test, the Lee and Strazicich (2003) test, with two 
structural breaks. 
Table 5.  10: Structural Breaks Dates (Bai & Perron (2003) test) 
Breaks TFI TFE TFD FPE FDE FDD FPD FL FDR OFD 
Break 1 1997Q4 2000Q1 1997Q2 1993Q4 1997Q4 1996Q4 1998Q4 1995Q1 2002Q4 2007Q3 
Break 2 2004Q4 2004Q4 2004Q4 2005Q3 2003Q4 2001Q4 2004Q3 1999Q4 2007Q2  
Break 3      2006Q4  2005Q3   
 
Overall, in keeping with the literature, the results of the structural break tests reported in 
this chapter confirm the prediction that foreign investment inflows significantly increased 
after the application of A-IFRS; the only exception to this is FDE, break date for which fell 
outside the A-IFRS event window. Furthermore, the consistency of the results for all the 
other components of foreign investment provides further support for the above prediction. 
The results show that some components had a significant break in 2005 (PEL and FL); 
others showed the effect with a lead (FPD), while the remainders registered the break with 
a lag (FDD, FDR, and OFD). This support the argument that different component may 
react differently to the reduction in information asymmetry (Razin et al., 1998). In general, 
since all of these break dates were around 2005, they were consistent with the expected 
effects of the introduction, under A-IFRS of a high-quality financial reporting regime with 
greater comparability. This conclusion is consistent with both the broad picture that 
emerged from the literature review in Chapter 3 and the visual impression conveyed by the 
sequence plots presented in Section 5.2. However, before accepting such a definitive 
conclusion, further tests are required to indicate whether the results could possibly have 
been affected by other economic events. Chapter 6, therefore, will explain the empirical 
method involved in these tests and, then, report the results with the discussion.  
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CHAPTER 6:  Autoregressive Distributed Lag (ARDL) 
Approach and the A-IFRS 
6.1 Introduction 
This thesis argues that the application of A-IFRS attracts more foreign investment to a 
country, as by increasing familiarity with accounting standards, it reduces the information 
disadvantage faced by foreign investors. The exogenous and endogenous structural-break 
results obtained in Chapter 5 highlight the existence of a positive structural break within 
the A-IFRS window, which may be associated with the introduction of A-IFRS. However, 
it is important to note that any break detected within the specified window can only be 
attributed indirectly to A-IFRS.  
The exogenous- and endogenous structural-break tests are univariate approaches, whereby 
any break identified within the A-IFRS event window could also be associated with any of 
the other economic events that occurred around the time of A-IFRS application. For 
example, as mentioned in Section 4.4, an increase in capital inflows around 2003–2004 
could be due to the commodity-price boom experienced by Australia at that time.  
In this Chapter, I use the Autoregressive Distributed Lag (ARDL) model developed by 
Pesaran and Shin (1998), which controls for other possible events by including the 
macroeconomic variables described in Table 6.2. The ARDL model also allows us to 
capture both the long-run and short-run effects of A-IFRS application. This is important to 
the study, as Bruggemann et al (2013), Callao et al. (2007), Daske et al. (2008), and 
Dunstan (2003) suggest that a country with a relatively long experience of the international 
standards and a high level of enforcement might experience greater benefits of IFRS in the 
long-run, along with the short-run effects. Therefore, the use of the ARDL model in 
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international accounting studies may allay some of the concerns raised by previous studies. 
For example, studies using a pre-selected date and short sample series have stressed that 
the benefits of IFRS are only experienced by countries whose domestic GAAP standards 
differed significantly from IFRS (e.g., Gordon et al., 2012). To the best of the knowledge, 
to date, there has been no empirical study that has used the ARDL framework to analyse 
the effect of A-IFRS application on foreign investment flows. 
The structure of this chapter is as follows. Section 6.2 presents a brief analytical review of 
the ARDL model and the choice of macroeconomic control variables, as well as the model 
specification that is used in this chapter. Then, in Section 6.3, based on the results of the 
bound test, the error correction version of the ARDL model is applied in order to 
determine the long- and short-run coefficients, both for the aggregated and disaggregated 
components of foreign investment. Finally, a conclusion is presented in Section 6.4. 
6.2 Autoregressive Distributed Lag (ARDL) Model 
The results from Chapter 5, which are reported in Table 6.1, show that all variables, with 
the exception of OFD, have two or more structural breaks, at least one of which appears to 
have occurred within the A-IFRS event window (the only exception is FDE). This 
reinforces the notion that the application of A-IFRS accounting standards affects foreign 
investment decision-making (the economic consequences of accounting information, as 
mentioned in Zeff (1978). However, before such a definitive conclusion can be accepted, 
other economic events that occurred around the same time as A-IFRS application need to 
be controlled for. This is done by applying the ARDL model, developed by Pesaran and 
Shin (1998). 
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Table 6. 1: Structural Breaks Dates (Bai & Perron (2003) test) 
Breaks TFI TFE TFD FPE FDE FDD FPD FL FDR OFD 
Break 1 1997Q4 2000Q1 1997Q2 1993Q4 1997Q4 1996Q4 1998Q4 1995Q1 2002Q4 2007Q3 
Break 2 2004Q4 2004Q4 2004Q4 2005Q3 2003Q4 2001Q4 2004Q3 1999Q4 2007Q2  
Break 3      2006Q4  2005Q3   
 
6.2.1 Benefits of Using ARDL Framework 
According to Pesaran, Shin, and Smith (2001), the ARDL model has a number of 
advantages. It is applicable irrespective of whether the flow variables are stationary or 
non-stationary and the pre-testing problems associated with the standard co-integration 
techniques can be avoided.
34
 It performs well on a small number of observations, and thus 
is well suited to this thesis, which there are only 96 observations. The dynamic error-
correction model derived from the ARDL integrates the short-run dynamics with the long-
run relationship without loss of information. This is important for this thesis, as it allows 
both the short- and long-run effects of A-IFRS application to be captured. In fact, this can 
also be achieved using a number of other economic models, of which the Engle-Granger 
(1987) and the Johansen and Juselius (1990) are just two examples. However, because of 
the low power and other problems associated with such models, especially in the presence 
of a structural break, the ARDL model is the popular choice of more recent time-series 
studies (e.g. Awan, Anjum, & Rahim, 2015; Pahlavani, 2005; Verma, 2008). 
6.2.2 ARDL Model Specification 
The ARDL model has two steps. The first involves the use of the bound test to investigate 
the long-run effect of A-IFRS application, while in the second, the coefficients of both its 
                                                          
34
 The assumption, here, is that foreign investment variables are stationary, with multiple structural 
breaks (See Chapter 5). 
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long- and short-run effects are estimated using the error-correction version of the ARDL 
model. According to Pesaran et al. (2001), the augmented ARDL is given by the following 
equation: 
𝑦𝑡 =  𝑎0 + 𝛿0𝑡 + ∑ 𝛼𝑗𝑦𝑡−𝑗
𝑝




𝑖=1 +  ∑ 𝛿𝑖𝐷𝑖
𝑚
𝑖=1 +  𝜔𝑡 6.1 
where 𝑦𝑡  is the dependent variable described in Table 1, 𝑎0  is the constant term, 𝑡 is the 
time trend, 𝑥𝑖 is the control variable i, described in Table 6.2, while 𝐷𝑖 is the identified 
endogenous break dummies i reported in Table 6.1. Here, 𝛿0, 𝛼𝑗, 𝑎𝑗, 𝛽𝑖𝑗 , and  𝛿𝑖 are the 
estimated coefficients. 𝑚 is the selected number of endogenous breaks for each dependent 
variable, while 𝑘 is number of control variables. 𝑝 is the selected number of lags of the 
dependent variable, while  𝑞𝑖 is the selected number of lags of each control variable. 
As a first step, the F test is used to test for the existence of a long-run relationship between 
Australian foreign investments components with the control and deterministic terms in 
equation (6.1). If the F-statistic is greater than the upper bound critical value, the null 
hypothesis of the existence of no long-run relationship will be rejected. On the other hand, 
if the F-statistic is lower than the critical values, this means that there is no long-run 
relationship. If, however, it falls between the lower and upper critical values, the result is 
inconclusive. In all cases, in keeping with the study by Kremers, Ericsson, and Dolado 
(1992), it is also useful to use error-correction terms (ECT) to establish a long-run 
relationship. 
Β𝑖 =  
𝛽𝑖0− 𝛽𝑖1…−𝛽𝑖?̂?
1− 𝛼1− 𝛼2…−𝛼?̂?
   where  𝑖 =  1, 2 … 𝑘 
Similarly, the long-run coefficients for a response of 𝑦𝑡  to the structural break 𝐷𝑖  are 
estimated by: 
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𝐶𝑖 =  
𝛿𝑖
1− 𝛼1− 𝛼2…−𝛼?̂?
   where 𝑖 =  1, 2 … 𝑚 
Consequently, the long-run equation can be written as follows: 
𝑦𝑡 =  𝐶0t + ∑ 𝐵𝑖𝑥𝑖𝑡 +
𝑘
𝑖=1  ∑ 𝐶𝑖𝐷𝑖
𝑚
𝑖−1  +  𝑒𝑡 6.2 
Here 𝐶0,  𝐵𝑖 𝑎𝑛𝑑  𝐶𝑖  are the long run coefficients. 
 The error correction term (ECT) is defined as: 
𝐸𝐶𝑇𝑡 =  𝑦𝑡 −  𝐶0t − ∑ 𝐵𝑖𝑥𝑖𝑡 −
𝑘
𝑖=1  ∑ 𝐶𝑖𝐷𝑖
𝑚
𝑖−1  6.3 
Then, the short-run equation can be written as:  
∆𝑦𝑡 =  ?̂? +  ∑ 𝛾𝑗∆𝑦𝑡−𝑗
𝑝




𝑖=1 + ∑ 𝜙𝑖𝐷𝑖
𝑚
𝑖=1 + 𝜆𝐸𝐶𝑇𝑡−1 +  𝜇𝑡  6.4 
Δ is the first differences operator while  ?̂?, 𝛾𝑗 , 𝜃𝑖𝑗 , 𝑎𝑛𝑑 𝜙𝑖 are the coefficients relating to the 
short-run dynamics of the model’s convergence to equilibrium and 𝜆 measures the speed 
of adjustment towards long run equilibrium. If 𝜆  is negative and significant, this indicates 
the existence of a stable long-run relationship between the dependent and regressor 
variables. 
Of the structural breaks (𝐷𝑖), the focus of this thesis is the dummy variable related to A-
IFRS application (DA-IFRS). This takes the value of 1 during and after the break, and zero 
otherwise. The expectation is that, if the application does attract an increased amount of 
foreign investment, the coefficients of DA-IFRS in the long- and short-run will be 
significantly positive. 
6.2.3 Choice of Macroeconomic Control Variables 
One of the major economic events, in Australia, that occurred within the A-IFRS event 
window is the turnaround in the mining sector. This raises the possibility of whether the 
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magnitude of the changes observed in the foreign inflow variables could be due to this 
commodity-price boom, rather than A-IFRS application. According to Connolly and 
Orsmond (2011) and Kearns and Lowe (2011), the effects of this event are experienced as 
increased growth, rising interest rates, improved terms of trade, and the appreciation of the 
Australian dollar. To control for these effects, I added to the ARDL model the following 
variables, one at a time: RGDP, TOT, OPEN, EXCH, and INT. The variables I chose, their 
definitions, and my rationale for including them in the ARDL framework are described in 
detail in Table 6.2.  
Table 6. 2: Control Variables 
Control V.s Definitions Reason 
RGDP The log of real gross 
domestic product as a 
measurement of real income 
To control for the market size that attracts foreign investment 
due to commodity-price boom. 
It is expected that increased RGDP leads to increased foreign 
investment inflows (See Beneish et al., 2015; Louis & Urcan, 
2014; Chen et al., 2014; Gordon et al., 2012; Márquez-
Ramos, 2011; Akisik & Pfeiffer., 2009). 
TOT The Terms of trade refers to 
the physical exchange ratio at 
which goods are exchanged 
for one another between the 
countries. 
It is calculated as export 
price index/import price 
index. 
To control for the effect of the commodity-price boom on 
foreign investment mobility. 
It is expected that increased TOT leads to increased foreign 
investment mobility (See Downes, Hanslow, & Tulip, 2014). 
OPEN Absolute value of exports, 
plus imports, as a percentage 
of RGDP. 
To control for the investment climate that attracts foreign 
investment. It measures the openness of the economy. 
It is expected that increased OPEN leads to increased foreign 
investment mobility (See Gordon et al, 2012; Akisik & 
Pfeiffer, 2009). 
EXCH The real effective exchange 
rate, based on Consumer 
Price Index 
To control for changes in the Australian currency. 
It is expected that when the real exchange rate appreciates, it 
attracts foreign flows (See: Beneish et al., 2015; Louis & 
Urcan, 2014). 
INT The lending rate is the bank 
rate that meets the financing 
needs. 
To control for the level of interest rates. 
It is expected that when the interest rate increases, it attracts 
foreign savings (See: Beneish et al., 2015; Louis & Urcan, 
2014 for details). 
 
Sources of data - International Financial Statistics (IFS). http://data.imf.org/?sk=4C514D48-B6BA-49ED-8AB9-
52B0C1A0179B&sId=1409151240976.   




6.3 Results of the ARDL Model and Discussion 
Since there are only 96 observations, the maximum lags of two are chosen for 𝑝 and 𝑞𝑖. 
Each of the flow variables is estimated five times, using the different control variables 
described in Table 6.2. These variables are expected to control for any major economic 
events that might have an impact on the flow variables. For example, the RGDP, TOT and 
OPEN describe Australia’s investment climate and increases in the size of these variables 
are expected to attract more foreign investment inflows. On the other hand, increases in 
EXCH and INT are expected to attract more foreign savings flows, which, in turn 
increases foreign investment flows. These models are then run once again, this time 
including RGDP, as an original variable, along with one of the other control variables. 
This second set of estimations, the results of which are reported in Appendix H, provides a 
further robustness check. Each model includes intercept, trend, and the structural breaks 
identified through the Bai and Perron (2003) test. As mentioned earlier, the coefficient of 
interest, both in the long and short run, is the one that reflects the effect of A-IFRS 
application on foreign investment variables, that is, DA-IFRS.  
Diagnostic and stability tests are then conducted to ascertain the appropriateness of the 
ARDL model (See Appendix F). The model passes the tests for serial correlation and 
heteroscedasticity. The stability of the long-run coefficients is evaluated, using the 
cumulative sum (CUSUM) and the cumulative sum of squares (CUSUMQ).  For most 
flow variables, the plots fall within the boundaries, (See Appendix G). However, those for 
FDD and FPD cross the critical-value line. In both of these variables, a structural break is 
identified around 2008, the date associated with GFC (See Figure 6.1), making it difficult 
to assess the effects of A-IFRS. To avoid such a problem, the observations from 2008Q3 
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to 2009Q2 have been dropped from the A-IFRS dummy variable for these two flow 
variables.  
The F-statistic for the bound test is reported in the second row of each table.  With the 
exception of FL for all other foreign flow variables, the null hypothesis of no long-run 
relationship is rejected, indicating a stable long-run relationship between foreign 
investments and the control and deterministic terms. The next step is to estimate the long- 
and short-run coefficients of the ARDL model with two fixed lags.
35
 The short-run 
coefficient is used to test for the short-run effects of A-IFRS application and other control 
variables on foreign investment, while the long-run coefficient allows the long-run effect 
to be ascertained. A full set of the results for both of these coefficients is provided in 
Appendix H. The main focus here is to determine whether the DA-IFRS and ECT 
coefficients are significant, as this is crucial to the present study. The statistically 
significant, positive coefficients of the DA-IFRS, both in the short- and the long-run, 
provide evidence of the increased usefulness of financial statements for investor decision-
making, post-adoption.  
  
                                                          
35
 As there are 96 observations, the fixed lags of two are chosen. 
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Figure 6.  1:  CUSUMQ test for FDD and FPD (examples) 
Panel A: FDD 
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Panel B: FPD 
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Total Foreign Investment (TFI) 
Table 6.3 reports the results for TFI. The ECT coefficient has the correct sign and is 
statistically significant, an indication that deviations from the long-run are corrected 
around 11% to 23% in the next period, which shows a relatively slow pace of adjustment 
back to equilibrium. The statistically significant positive coefficients of DA-IFRS in the 
short-run around 13-14 % provide evidence of the increased usefulness of financial 
statements for investor decision-making, after A-IFRS-adoption. 
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Table 6. 3: Total Foreign Investment (TFI) 
Control variables 












Bound test 6.47** 2.33 6.56** 4.19 4.35 


































 0.998253 0.996168 0.996968 0.997608 0.996126 
F test 6072.771 2762.036 3493.173 4431.444 2732.364 
Notes:  1. ***, **, * coefficient is significant at the 0.01, 0.05, and 0.10 level, respectively. 
2. The critical values for the regressions are 6.1, 4.68, and 4.05 (lower bound) and 
6.73, 5.15, and 4.49 (upper bound) for 0.01, 0.05, and 0.10 levels of significance 
respectively. 
3. DA-IFRS is the dummy variable representing the A-IFRS application 
4.ECT(-1) is the error correction term to measure the existence of the long-run relationship 
between the dependent variable and the regressors. 
5- For more robustness, Model 2 (and 6 in Appendix H.1), for all foreign investment 
components, have been re-estimated, using the bulk commodity-price to control for 
commodity-price boom, instead of TOT.  Overall, the results yield similar conclusions to 
those from the TOT models. 
 
It can be seen from the table, that these results are further strengthened when new variables 
are added to each of the regressions. The DA-IFRS dummy variable maintains its sign and 
significance (except for Models 2 and 5, in the long-run). Secondly, when RGDP is 
included as an important indicator of the state of the economy and each of the other control 
variables is added to the ARDL model, the results are similar (See Models 6-9 in 
Appendix H.1). This is clear evidence that A-IFRS application may have played a 
significant role in increasing total foreign investment in the short term. This finding 
supports the importance of information availability for foreign investment inflows, which 
is mentioned in a number of studies (Gordon & Bovenberg, 1996; DeFond et al., 2011, 
Márquez-Ramos, 2011). However, as reported in Table 6.3 there is no clear evidence to 
imply that A-IFRS has a long run effect on the aggregated investment inflows. 
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1- Total Foreign Equity (TFE) 
 Table 6.4 shows the results for TFE. It has been suggested that A-IFRS increased foreign 
equity; however, while it can be seen that the coefficients of DA-IFRS are positive, both in 
the long and short run, they are non-significant (the only exception is the short run in 
Model 1). These results may be driven by direct equity, which is expected to show either a 
limited or no effect from A-IFRS application (Razin et al., 1998), and indicate a significant 
structural break within the commodity-price boom (see Table 6.1). In the next stage, each 
component of foreign equity is investigated separately. 















Bound test 5.556** 3.874 4.160 5.901** 7.212*** 


































 0.994810 0.991686 0.992557 0.994626 0.991494 
F test 2036.632 1267.365 1416.902 1966.357 1238.485 
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Foreign Portfolio Equity (FPE) 
In the results reported in Table 6.5, the large coefficients of DA-IFRS for both the short- 
and long-run indicate that A-IFRS resulted in a significant increase in foreign portfolio 
equity investment into Australia. The existence of a long-run effect of A-IFRS is further 
supported by the fact that the ECT coefficient is negative and significant. The long-run 
effect could be inferred due to the gradual improvement in compliance, the increasing 
familiarity of preparers and auditors with the new guidelines, and the emergence of new 
standards, as well as the increasing effectiveness of enforcement, over time (Bruggemann 
et al., 2013). These outcomes add depth and richness to the earlier findings (in the 
literature) that portfolio equity was likely to be affected under IFRS, because, by 
demanding high disclosure and creating more international comparability, the application 
of such standards enhanced the public information environment (e.g., Akisik & Pfeiffer, 
2009; Brochet et al., 2013; Shima & Gordon, 2011; Wang & Welker, 2011; Yu & Wahid, 
2014). These studies also indicate that this effect on portfolio equity is greater in countries 
where the legal system is effective in protecting the claims of investors; this is the case 
with Australia (See Porta et al., 1998). However, no previous study has determined the 
date of the effect, endogenously; neither has any investigated the effect of IFRS using time 
series data.  
  




Table 6. 5: Foreign Portfolio Equity (FPE) 
Control 
variables 












Bound test 6.58** 5.33** 6.89*** 6.68*** 7.32*** 


































 0.992878 0.990893 0.991896 0.993200 0.990456 
F test 1481.162 1156.058 1300.430 1551.902 1102.611 
 
Foreign Direct Equity (FDE)
36
 
The results reported in Table 6.6, show that even at the 10 % level of significance, there is 
insufficient support for the premise that A-IFRS application had any effect on FDE. This 
means that the structural break in 2003Q4 cannot be attributed to the application of A-
IFRS. Rather, it appears to be the result of an economic event that is common to all the 
control variables and so may be due to the commodity-price boom that was expected to 
increase FDE inflow to Australia (e.g., Minifie, 2013). This also can explain the 
insignificant result obtained for TFE (See Table 6.4).  These results add further credibility 
to the notion that because foreign direct investors have a significant degree of control over 
the companies in which they invest, they are impervious to information asymmetry. This 
                                                          
36
 Although the break date for FDE is outside the A-IFRS event window, it is close to the event 
window, and to add more robustness to the results, it is considered here as an A-IFRS’s break. 
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conclusion is in line with a number of other accounting and financial studies (e.g., Akisik 
& Pfeiffer, 2009; Goldstein & Razin, 2006). An alternative explanation was given, 
attributing the effect on DEL to other factors, such as the high Australian tax-rate and 
government restrictions, such as discrimination in the approval process for projects, and 
restrictions on land ownership. These clearly affect the level of such investment in an 
attempt to protect the country’s natural resources, especially those exploited by the mining 
sector. Golub et al. (2003) estimate that Australia could attract around 45% more foreign 
direct investment than it does, by lowering foreign direct investment restrictions to the 
same level as that of the UK.   
Table 6. 6: Foreign Direct Equity (FDE) 
Control variables 












Bound test 11.85*** 5.31** 6.46*** 7.32*** 7.73*** 


































 0.994807 0.990906 0.991824 0.993568 0.990783 
F test 2035.285 1157.702 1288.940 1641.273 1142.082 
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2- Total Foreign Debt (TFD) 
Table 6.7 provides only limited evidence that A-IFRS application affected TFD. The 
results show that while, in the short run, the DA-IFRS coefficients are positive, but not 
significant (except for Model 9 in Appendix H.5), in the long run, they are significant for 
the second set of models only (See results for Models 6, 7, 8, and 9, in Appendix H.5). The 
existence of this long-run effect of A-IFRS on TFD is further supported by an ECT, which 
is both significant and negative; however, the small value of this coefficient indicates the 
existence of an unstable, long-run relationship between TFD and the regressors. These 
findings fail to provide strong support for the explanation, based on information 
asymmetry, which is advanced by a number of studies (e.g., Bharath et al., 2008; Kim et 
al., 2011). While such a finding is perhaps surprising, it is definitely informative, 
especially considering that TFD represents more than 60% of TFI (See Appendix A). This 
may be due to that the fact that the present study focuses on Australia, a country that 
already had high-quality accounting standards and, therefore, no information asymmetry 
between foreign-debt providers and local companies prior to A-IFRS application. 
However, it is important to interpret the results carefully, as they may have been 
influenced by the increased volatility of earnings and debt-related risk that followed the 
GFC of 2008 (Adzis, 2012), effects that are evident in the results of the CUSUM test (See 
Appendix G) under Model 6. There is also the possibility that this outcome is driven by 
one or two of the disaggregated variables, such as FDD and FPD, which, under the 
CUSUMQ test, already showed structural breaks in 2008 (See Figure 6.1 above).
37
 This 
                                                          
37
Also, in Figure 5.4, FPD appeared to be affected by GFC more than any other components, which 
dropped considerably. However, this effect was short-term only (2008), followed by a rapid 
increase. 
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instability may have affected the significance of the coefficients of TFD. In view of this 
uncertainty, it is necessary to examine the effect of A-IFRS, on each component of TFD in 
turn. 















Bound test 3.004 2.950 8.521*** 3.364 5.779** 


































 0.998558 0.997353 0.997953 0.998162 0.997681 
F test 7359.343 4003.555 5180.208 5769.698 4571.630 
 
 
Foreign Direct Debt (FDD) 
As reported in Table 6.8, the ECT is negative and statistically significant, indicating that 
deviations from the long run are corrected, around 12–25% in the following period. This 
represents a relatively slow pace of re-adjustment to equilibrium. DA-IFRS is significant 
and positive in both the short and long run, indicating an increase in FDD inflows 
following A-IFRS application. Compared to the aggregated data reported in Table 6.3, the 
short-run coefficient for FDD is similar, while its long-run coefficient is much larger. 
Overall, these results support the argument that the structural break in 2006Q4 is due to the 
application of A-IFRS. The possible explanation is that, since direct debt occurs only 
between foreign corporations and their affiliates, it is more likely to be used simply to 
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accrue taxation benefits (IMF, 2009); therefore, it is less affected by information 
asymmetry. Consequently, consistent with tax-motivated debt and income–shifting 
incentives, the improved quality of financial reporting and increased international 
comparability under A-IFRS limited the ability of MNCs to manipulate their profit by 
using different measurement methods; therefore, the only legal way to transfer profit from 
Australia was by using internal finance. This interpretation is supported by a number of 
previous studies. For instance, Márquez-Ramos (2011) found that IFRS application had a 
significant effect on direct debt in Europe. It was also supported by De Simone (2016), 
who found an increase in income-shifting in MNCs, after the shift to IFRS. Like the 
present result, he found that this increase occurred within a two-years period of the 
change-over to IFRS. Taylor et al. (2011) also found that MNCs in Australia were subject 
to thin capitalisation, after the introduction of Australian equivalents of IFRS. Therefore, it 
can be concluded that the improved quality and increased comparability of financial 
reporting under A-IFRS, reduced the opportunities for entities to engage in profit-
manipulation (See Horton et al., 2013), thereby, leading to an increase in FDD as the only 
legal way of shifting income. This result highlights a very important debate over the 
legality-versus-ethics of using internal debt as an income-shifting strategy; therefore, it 
should be considered a fertile area for future research.   
  




Table 6. 8: Foreign Direct Debt (FDD) 
Control 
variables 












Bound test 4.21 6.39** 5.39** 4.46 6.80*** 


































 0.994583 0.995083 0.994848 0.994509 0.994949 




Foreign Portfolio Debt and Loan: 
i- Foreign Portfolio Debt (FPD) 
As suggested by the results in Figure 6.1, the GFC may have had a bearing on the 
behaviour of FPD; therefore, the observations for 2008Q3–2009Q2 are excluded from the 
study. The results in Table 6.9 show that the DA-IFRS coefficients, in both the short and 
long run, are positive and significant. The existence of this long-run effect is supported by 
the ECT, which indicates a significant stable effect on FPD from the significant regressors, 
specifically A-IFRS. This result supports the argument that the structural break in 2004Q3 
is due to the application of A-IFRS, a finding that is in line with that of Beneish et al. 
(2015) and Florou and Kosi (2015), where IFRS adoption had a significant, positive effect 
on FPD. Compared to that on FDD, however, this effect is smaller. 
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Table 6. 9: Foreign Portfolio Debt (FPD) 
Control 
variables 












Bound test 8.98*** 6.48** 11.33*** 6.66** 8.34*** 


































 0.998341 0.997178 0.997771 0.998150 0.997441 




ii- Foreign Loan (FL) 
The results reported in Table 6.10 indicate that there is a positive effect on FL in 2005Q3, 
in both the short and long-run, at the 10% level of significance or better. The short-run 
coefficient of DA-IFRS indicates an increase in FL around 25%, while the long-run 
coefficient is on average around 90% indicating a larger increase in inflows. The ECT 
supports the existence of a significant and stable long-run effect of A-IFRS on FL (-1). 
These findings are consistent with the findings by Kim et al. (2011). 
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Table 6. 10: Foreign Loan (FL) 
Control 
variables 












Bound test 4.36 3.03 6.15** 3.83 4.22 


































 0.990149 0.986391 0.988447 0.988711 0.987242 




Overall, there was a significant increase in both FPD and FL, within the first year of the 
availability of annual reports under A-IFRS, with structural breaks appearing in them, in 
2004Q3, and 2005Q3, respectively. This may be an indication that FPD was more 
sensitive to the improved-quality of accounting information and greater transparency under 
the newly-adopted standards, than FL and FPE, both of which showed a structural break in 
2005Q3. This explanation has since been successively supported by Ball et al (2008) and 
Florou and Kosi (2015). There are a number of possible explanations for these results. 1) 
The introduction of AASB 1, 1047, 132,139 and use of fair value, under A-IFRS, appeared 
to result in more relevant and reliable information, which allowed debt providers (in 
portfolio and loans) to estimate the quality of credit more accurately (Florou & Kosi, 2015; 
Kim et al., 2011). 2) Public financial reporting under A-IFRS played an important role in 
reducing information asymmetry, especially in view of these standards’ requirement for 
more extensive disclosure. This, in turn, permitted investors in debt to more accurately 
assess debt risk. 3) Improved financial statements, in terms of international comparability, 
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post-A-IFRS application, reduced both the information disadvantage for foreign creditors 
and the risk and so encouraged more investment in cross-border debt (Chan et al., 2013). 
This last explanation is also consistent with Armstrong et al. (2010), and with Australian 
studies that provide evidence that A-IFRS increased the relevancy, reliability, and 
international comparability of financial reporting (Cheong et al., 2010; Goodwin et al., 
2008; Taylor et al., 2010). Thus, this thesis concludes that the A-GAAP convergence to A-
IFRS may have been associated with more relevant and reliable information, which 
reduced the information disadvantage for foreign investors, and thus, increased foreign 
debt, in both portfolio and loan inflows. 
Foreign Derivatives (FDR) 
In Chapter 5, FDR indicated a positive structural break in 2007Q2, a time close to the 
implementation of AASB 7. This suggests that the implementation of AASB 7, which 
required extensive disclosure of quantitative and qualitative information, provided a 
greater amount of more value-relevant information to foreign investors (Birt et al., 2013). 
However, the increase in uncertainty during the GFC (2008–2009) may have driven 
foreign investors to invest in FDR in an attempt to mitigate the risk. Therefore, in this 
chapter, by using the control variables, I control for the commodity-price risk, credit risk, 
and exchange-rate risk. The results in Table 6.11 show that even after these risks are 
controlled for, FDR is still positively affected by A-IFRS application, in both the short and 
long run. The existence of the long-run effect is further supported by the ECT, which has a 
coefficient that is both negative and significant. The results of the ARDL model support 
those of the BP structural break test, in Chapter 5. This suggests that the implementation of 
AASB 7 may have encouraged foreign debt providers to be more confident about using 
derivatives. This interpretation is consistent with the suggestion of Birt et al. (2013) that 
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the introduction of AASB 7 appeared to have resulted in more transparent reporting of 
risk-management policies relating to hedging activities. In addition, they suggest that the 
provision under AASB 7, of more qualitative and quantitative disclosure enhanced the 
information environment for decision-makers. In this way, the introduction of AASB 7 
may have attracted more foreign investment in derivatives. To the best of the knowledge, 
the present study is the first in the field of accounting to investigate the effect of the 
convergence of A-GAAP to A-IFRS on the foreign derivatives. In addition, no other study 
has investigated the association between IFRS application and FDR.  
Table 6.11: Foreign Derivatives (FDR) 
Control 
variables 












Bound test 10.08*** 13.48*** 10.17*** 10.67*** 10.73*** 


































 0.985035 0.985154 0.983862 0.984953 0.984848 
F test 526.5852 530.8561 487.7300 523.6595 519.9971 
 
 
Other Foreign Debts (OFD) 
Like FRD, in Chapter 5, OFD showed a significant structural break, but this time in 
2007Q3, a date close to both AASB 7 implementation and the GFC. The results, after the 
effects of other variables were controlled for, are presented in Table 6.12. While it has 
been suggested that IFRS adoption increased other debt (IASB, 2010, p.9; Hail et al., 
2010), the DA-IFRS coefficients, in the short-run, are positive, but not significant, while in 
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the long-run, they are significant. The only exceptions to this, in the long-run, are those 
under Model 2 (and Models 6 and 7 in Appendix H.10). These findings fail to support 
either the information-asymmetry-based explanation of Li et al., (2017), which suggests 
that IFRS adoption increases other debt (trade credit, in their study), or that advanced by 
Love (2011), that providers of other debt choose to support their customers during credit 
squeezes. One possible explanation for this is that prior to the shift to A-IFRS, there was 
no information asymmetry/trust issue for providers of other debt in countries such as 
Australia, that have a strong legal system and enforcement regime (Li et al., 2017). To the 
best of the knowledge, the study of Li et al. (2017) is the only other accounting study to 
have investigated the effect of IFRS application on other foreign debt; however, unlike the 
present study, they examined trade credit only. Furthermore, they used cross-sectional 
data, and covered only a limited time-period around the implementation of IFRS use. 
Table 6.12: Other Foreign Debts (OFD) 
Control variables 











Bound test 4.19 4.55 * 4.48 * 4.50* 4.55* 





















Long Run Coefficients 












 0.995007 0.994601 0.994963 0.995155 0.994639 
F test 2448.306 2263.165 2426.845 2523.317 2279.385 
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6.4 Conclusion  
In this chapter, to ensure that any such structural break indicated in Chapter 5 was indeed, 
due to A-IFRS application, the ARDL approach was used to control for the effects of other 
macroeconomic events, such as the commodity-price boom or currency fluctuations, both 
of which occurred within the same window. To do this, five control variables were chosen: 
RGDP, TOT, OPEN, EXC, and INT. The results provided compelling evidence of a 
significant increase in most foreign investment components.  
This section provides a conclusion, followed by a discussion of the findings of the study in 
relation to the research questions established in Chapter 1, and developed in Chapter 4. To 
compare the findings of the present study with those of past empirical research, the 
discussion draws on the overview of the latter, in Chapter 3. The results for each 
component, in relation to the research question, are now summarised in Table 6.13. 
Table 6. 13: Summary of the Results Under ARDL Model 
Control V.s DA-IFRS RGDP TOT OPEN EXCH INT 
















































































TFD Short-run 0.051 0.061 0.0762 0.049 0.054 
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In general, the results of the ARDL model support those of the BP structural break test, 
thereby confirming that A-IFRS application significantly increased foreign investment 
inflows in the short- and long-run. The only exception to this are FDE, which already 
indicated a structural break outside the A-IFRS event window, and OFD, where the 
evidence of a significant effect is limited, and in the long-run only. Furthermore, the 
consistency of the results for all components of foreign investment provides further 
support for the prediction of this thesis by implying that the introduction of A-IFRS 
provided more relevant, reliable and comparable information, particularly in view of the 
requirement for more extensive disclosure under AASB 7, thereby reducing information 
asymmetry. This, in turn, enabled foreign providers to more accurately assess of risk 
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aspect of their investments (Birt et al., 2013; Taylor et al., 2010; Yu & Wahid, 2014). The 
long-run positive effects appear to be present for almost all the debt flow variables.  As 
suggested by Bruggemann et al. (2013) and Callao et al. (2007), this is most likely due to 
the steady improvement of compliance over time, as preparers and auditors of financial 
reports gradually became more conversant with the new regulations. 
Overall, the results confirm that A-IFRS application played an important role in both the 
short and long term, in attracting foreign capital to Australia, despite the fact that this 
country already had a set of high-quality accounting standards prior to application. It 
confirms the realisation by Australia, of its primary reason for adopting an internationally-
accepted set of accounting standards such as A-IFRS, that is, “ [to] facilitate cross-border 
comparisons by investors, and enable Australian companies to access international capital 
markets”(Commonwealth, 2002, p. 102). 
  




7.1 Introduction  
The objective of this thesis is to determine whether the application of A-IFRS had an effect 
on foreign investment. This was achieved through a comprehensive analysis of the 
components of Australia's foreign investment, for the period 1989Q1–2012Q4. These 
included all types of foreign investment inflows, that is, both aggregated and disaggregated 
components of debt and equity. Section 7.2 of this chapter provides a summary of the 
thesis. Section 7.3 discusses the implications of the findings, and Section 7.4 highlights the 
main contributions of the study, while Section 7.5 considers its limitations. The chapter 
concludes with Section 7.6, which outlines possible directions for future research. 
7.2 Summary of the Thesis 
Chapter 2 provided a brief background to the global application of IFRS, including a 
discussion of its expected benefit. The general expectation was that the use of the new 
standards would result in reduced information asymmetry between local and foreign 
investors. This, in turn, was expected to enhance foreign investment mobility, which was 
the main long-term goal of IFRS application. Consequently, in 2002, the decision was 
made by the EU countries to apply IFRS as of 1
st
 of January 2005.  
The discussion then, was, extended to include the background to A-GAAP’s convergence 
to IFRS, which, for the purposes of this thesis, is termed A-IFRS. The Australian 
government and its standard-setters considered the application of A-IFRS to be the optimal 
way to support Australian businesses, in order to improve their capacity to compete, 
internationally. Such an economic benefit is the consequence of the improved quality and 
global comparability of financial statements, under A-IFRS. However, as Australia already 
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had high-quality accounting standards (A-GAAP), it would not reap the full benefits of A-
IFRS as the convergence might actually compromise the quality of its A-GAAP, especially 
under AASB 132, AASB 138, AASB 139, and AASB 7, which are connected with the use 
of fair value (e.g., Cheong & Al Masum, 2010; Haswell & Langfield-Smith, 2008; Taylor 
& Tower, 2009).   
Chapter 3 reviewed the theoretical and empirical studies in the fields of finance and 
accounting. These showed that investment mobility, across borders, is affected by 
information asymmetry and, perhaps, more importantly, by the accounting differences 
between countries. Thus, foreign investors are aware of being informationally 
disadvantaged, compared to local investors. Therefore, a single accounting regime, such as 
the IFRS, could be expected to reduce such differences in accounting standards and 
thereby increase investor confidence in investing abroad.  
The empirical evidence, from both international and Australian accounting studies, showed 
mixed results. Portfolio debt and equity, as well as loans, increased significantly, following 
the application of IFRS. However, this effect was associated more with countries where 
the application of IFRS was mandatory and where the country had strong enforcement. In 
contrast, evidence of an association between IFRS and increased direct investment was 
found, more often in developing countries whose local accounting standards differed 
considerably from IFRS. Moreover, other factors, such as tax rate and restrictions on 
foreign investment, also play a key role in attracting direct equity. Also, while there was 
evidence of a significant increase in foreign direct debt, by MNCs, following a country’s 
application of IFRS, no study investigated the connection between foreign derivatives and 
IFRS; however, there was evidence of a significant association between disclosure 
concerning the use of the derivatives, and the introduction of IFRS. Finally, as was the 
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case for foreign direct equity, while there was evidence of a link between other foreign 
debt and the application of IFRS, there was no such association in countries with strong 
governance.  
Chapter 4 developed a broad, theoretical framework that focused on foreign investment 
inflows. It argued that foreign investors are informationally disadvantaged, compared to 
local investors because of the differences in accounting standards and disclosure 
requirements between countries. Consequently, it was expected that using a set of global 
accounting standards would reduce such a disadvantage, thereby increasing the relevance 
and reliability of accounting information and so making foreign investors more confident 
to invest abroad. According to this conceptual viewpoint, Australia may have benefitted 
from the introduction of A-IFRS by enjoying increased foreign capital inflows.  
Building on the above argument, a research question was established with which to 
investigate the relationship between the application of A-IFRS and foreign investment 
inflow. Given that the effect of this application could vary, according to the particular 
component of such investment, the research question had to describe the anticipated effect 
on each, individual component of foreign investment: FPE, FDE, FDD, FPD, FL, FRD, 
and OFD.  
Consistent with the above argument, the prediction was that the date of the effect of A-
IFRS would also vary among these components, manifesting itself either earlier or later 
dates from the official implementation. Therefore, the A-IFRS event window had to cover 
the first transition, consolidation and reporting periods, finally being set at 2004Q3 –
2007Q3.   
In Chapter 5, the research design was outlined. This involved the use of a range of 
structural-break methods. Basically, two types of tests to determine the date of the 
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structural break (the first exogenously and the second endogenously) were applied. The 
latter type is considered the principal contribution of the present study. Firstly, a single 
structural break was identified exogenously using the Perron (1989) IO and AO models. In 
order to apply these, the comprehensive models, the IO3 and AO3, which allowed for the 
change to be detected in both the intercept and trend, were used. The date of 2005Q3, 
which marks the first half-year reporting under A-IFR, was pre-selected as that of the 
structural break. The results obtained from both models were mixed for all components; 
this could have been due to an earlier or later effect, or, alternatively, to the presence of 
more than one structural break in the series. Therefore, next, the test to identify the date of 
the structural break endogenously was used. Since it was anticipated that there could be 
more than one break, as the time-series covered a lengthy period of 24 years, the decision 
was made to apply the Bai and Perron (2003) test. Overall, the findings indicated a 
significant structural break around the date of A-IFRS application, in all Australian foreign 
investment inflows, except FDE. The consistency of these results provides further support 
for the study’s prediction. The results revealed that while the aggregated components (TFI, 
TFE, and TFD) showed a structural break in 2004Q4, different dates were indicated for the 
disaggregated ones: some components (PEL and FL) had a significant break in 2005Q3; 
another (FPD) showed the effect in 2004Q3, while the remainder (FDD, FRD, and OFD) 
registered the break in 2006Q4, 2007Q2, and 2007Q, respectively. To add robustness to 
the above findings, the Lee and Strazicich (2003) test that endogenously determines two 
structural breaks was applied. Although this test differs from the Bai and Perron (2003) 
both identified, approximately, the same break date for each of the variables, falling within 
the A-IFR event window. This provides further support for the results of the Bai and 
Perron (2003) multiple structural break test. 
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In general, since all of the break dates fall around 2005, they are consistent with the effects 
of the introduction under A-IFRS of a high-quality financial reporting regime with greater 
comparability. However, an important concern in studies on the impact of mandatory IFRS 
application is being able to provide evidence that the documented increase in foreign 
investment is, indeed, a direct benefit of such an application, rather than the result of other 
institutional or macroeconomic changes that also affected Australia during the application 
period. Therefore, in Chapter 6, the ARDL model was used to control for the effects of 
these other variables (i.e., RGDP, TOT, OPEN, EXC, and INT). By considering the 
application of A-IFRS in isolation, it was hoped that this thesis would confirm that the 
application of A-IFRS resulted in a significant structural break in foreign investment flows 
into Australia. For TFI the results strongly supported the notion that A-IFRS had a positive 
effect on Australian foreign investment inflows. The next steps in the investigation focused 
on the aggregated components of TFI, namely, TFE and TFD. Firstly, for TFE, the results 
were not significant. This could have been due to the fact that the various components of 
TFE react differently and so may have offset each other in the overall effect. Therefore, 
this chapter then investigated the disaggregated components, namely, FPE and FDE. The 
results of the ARDL model did confirm that A-IFRS application had a positive effect on 
FPE; however, they also confirmed the finding, presented in Chapter 5 that there was no 
such effect on FDE.  
 Following this, the effect of the application of A-IFRS on TFD was investigated; as in the 
case of TFE, the results were inconclusive. Therefore, next, the disaggregated components 
were investigated. Overall, the results confirmed the existence of a positive and 
statistically significant effect of A-IFRS application on most components of Australia's 
foreign investment inflow, that is, FDD, FPD, FL, and FDR. The only exception to this 
was OFD, for which the results were non-significant. This could have been due to a lack of 
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information symmetry between the OFD providers and the Australian firms whose data 
were used in the study. 
In conclusion, the present study demonstrates support for the premise that, following the 
introduction of A-IFRS, most foreign investment inflows were significantly higher than 
before. These findings are consistent with the theoretically based prediction that IFRS 
application reduces the information disadvantage that is faced by foreign investors. A 
possible explanation for the increase in foreign investment inflows is that the move to A-
IFRS was akin to the introduction of a new regulation, in that it provided the impetus for 
firms to review their disclosure requirements, both qualitative and quantitative and so 
modify their existing accounting policies and practices. Such modifications, subsequently, 
created a financial environment characterised by greater transparency, reduced uncertainty, 
and enhanced comparability – one that increased the flow of quality information to 
investors, thereby encouraging them to participate more extensively in foreign capital 
markets. This greater pressure on firms to enhance the information environment during the 
post-A-IFRS-application period may, in turn, have been an important driver of increased 
foreign investment inflows. Moreover, while there is no theoretical support for a long-term 
effect, the significant long-run coefficients under the ARDL model could signify that in 
the long-run, as preparers, users, auditors and enforcers become more conversant with, and 
proficient in, the application of A-IFRS, compliance will improve, and common guidelines 
and interpretations of the standards, emerge. This is consistent with the suggestion of 
Bruggemann et al. (2013). 
In addition, the disaggregated analysis was undertaken to provide new, deeper insights into 
inconclusive previous empirical findings and so help to resolve theoretical arguments 
regarding the effect of IFRS application, in a country such as Australia, which already had 
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high-quality accounting standards. The results of such an analysis indicate that the increase 
in foreign investment inflows was, indeed, associated with A-IFRS application. Thus, 
these findings are consistent with the suggestion of Zeff (1978), that accounting changes 
are associated with economic consequences and also, with the objectives of the regulator, 
as stated in CLERP No 9, that:    
“In a globalised economy with large and growing cross-border capital movements, high 
quality internationally accepted accounting standards will facilitate cross-border 
comparisons by investors, and enable Australian companies to access foreign capital 
markets at lower cost…” (Commonwealth of Australia, 2002, p. 102). 
7.3 Implications of the Findings 
The findings of the present study have a number of implications. The first, and most 
important, relates to the generic role that financial reporting standards can play in 
promoting overall foreign investment inflows to a country. While some researchers and 
policymakers assumed that IFRS application by a country such as Australia, would have 
no effect on its overall foreign investment inflow, such an assertion is challenged by the 
findings of this thesis, that A-IFRS are likely to be a useful decision-making tool for 
foreign investors, wishing to invest in Australian projects.  
Moreover, the findings from the current study show that A-IFRS application had, on 
average, a positive and statistically significant effect on foreign investment inflows, with 
the only exceptions to this being foreign direct equity and other foreign debt. These 
findings have implications for regulators, standard-setters and financial-reporting 
stakeholders. For instance, they are potentially useful to the IASB in its quest for a strategy 
that will encourage the global application of IFRS. In addition, the findings could also be 
important for any other country considering the adopting of IFRS, such as the US and 
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Switzerland, or countries that are considering the partial adoption of IFRS, such as 
Canada. Moreover, it is also important for global organisations such as the IMF and the 
World Bank, as these are considered to be the most prolific providers of foreign 
investment as aid loans to developing countries (e.g., Nobes & Zeff, 2016; Camfferman & 
Zeff, 2018).  
In addition, previous studies (e.g., Gordon et al., 2012) have concluded that, following 
IFRA application, FDE increased in developing countries, but not in developed countries. 
This is because FDE is driven by more than information asymmetry; it is also sensitive to 
investment restrictions and tax rates (Golub et al., 2003). By using time-series data for a 
single country, the present study reached the same conclusion, that is, that there was no 
significant effect on Australian foreign direct equity inflow, following the application of 
A-IFRS. This result is economically significant, and, so, may have an important 
implication for the Department of Foreign Affairs and Trade (DFAT) as the greater the 
regulations it introduces to protect Australian resources, the greater will be the cost to 
those investors who do not pose a threat to national interests. DFAT, therefore, may need 
to consider reducing the regulatory restrictions, such as those on the percentage of 
ownership, that are faced by foreign direct investors wanting to invest in Australia,  as well 
as simplifying the approval process for projects. Furthermore, the Australian Taxation 
Office (ATO) may need to take action to devise tax policies that do not deter foreign direct 
investment, so as to ensure that Australia gets its fair share of such investment, from 
sources such as MNCs.   
Finally, the results also indicate an increase in FDD following the application of IFRS, a 
finding that was indicated in a cross-sectional study by Márquez-Ramos (2011). This may 
imply that 'income-shifting', that is, a company shifting its profits to another jurisdiction, 
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may have been operating (Taylor & Richardson, 2014). While this may appear to be a 
negative effect of the application of A-IFRS, the research’s interpretation is that income-
shifting may have always been practised by companies wishing to conceal their true 
financial performance, but has only come to light because of the greater transparency of 
financial information, under A-IFRS. Therefore, there is a need for the ATO to curb such a 
practice, by making thin-capitalisation rules applicable only to corporate groups with 
foreign affiliates, to prevent the transfer the nation’s wealth to other jurisdictions. 
7.4 Contributions  
The present study contributes, in a number of ways, to the existing literature that 
investigates the benefits of IFRS application (e.g., Akisik & Pfeiffer, 2009; Callao et al., 
2007; Godfrey et al., 2003; Wang & Welker, 2011). Firstly, it sheds light on the question 
of whether the introduction of A-IRFS positively impacted the level of foreign investment 
inflow to Australia. As this effect can vary from component to component of foreign 
investment, each was investigated separately. The findings contribute to the previous 
literature that has also investigated different components of investment (e.g., Akisik & 
Pfeiffer, 2009; Ball et al., 2015; Florou & Kosi, 2015); however, the present study 
extended these investigations by examining all foreign investment components. In this 
way, it complements these earlier studies (e.g., Dyckman & Zeff, 2015; Zeff, 1978).   
Secondly, this thesis extends event-study research on IFRS, by identifying a positive 
reaction by foreign investors, around the date of the application of A-IFRS. These findings 
are consistent with those of previous studies, which also identified a favourable benefit, 
following transition to IFRS (e.g., Armstrong et al., 2010; Daske et al., 2008; Yu & 
Wahid, 2014). Such studies used a pre-selected date that pre-empted when the effect of 
IFRS would be likely to appear. However, the present study chose to identify the date of 
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the effect endogenously by means of the multiple-structural-break test that is used in the 
fields of finance and economics. This permitted the data to determine whether any effect of 
A-IFRS application occurred earlier or later than the actual date of mandated adoption, 
2005. This approach has been suggested by Dyckman and Zeff (2015). The endogenously 
identified structural breaks may help to alleviate an earlier concern about the practice of - 
the date of an event; such a practice may result in a spurious outcome, as it could fail to 
capture the targeted effect. The present study also takes into account the influence of other 
contemporaneous events, such as financial crises and the commodity-price boom, which, if 
ignored, could result in a biased estimation. In this way, the present study incorporates 
other disciplines, i.e., finance and economics, into accounting research; this is one of the 
future lines of enquiry suggested by Dyckman & Zeff (2015).  
Thirdly, in international accounting, there is a limited number of studies that investigate 
the effect of IFRS, using cross-sectional data at a national level. Of these, most focus on 
the EU countries (e.g., Beneish et al., 2015; Gordon et al, 2012; Ramanna & Sletten, 
2014). The present study is the only one to be conducted at a national level, using a single 
country. By using such an approach, the study avoids having to deal with any differences 
that may exist between countries, in terms of their date and process of implementation, and 
their particular type of institutional setting (e.g. economic, political, cultural) (See, Brochet 
et al., 2013; Camfferman & Zeff, 2018). Moreover, the study examines the case of 
Australia, that, ex-ante, already had high quality accounting standards, with legislative 
backing. This fact had informed the principal argument against Australia’s adopting IFRS. 
Therefore, the study complements previous ones by documenting that the application of 
IFRS had benefits even for a country that already had high quality accounting standards.  
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 7.5 Limitations 
As with any research, this thesis, too, has limitations, and these must be taken into account 
when interpreting the results.  
The main limitation is that the analysis is restricted to Australia's inflows and, as such, the 
results cannot be extrapolated to other countries. For example, countries that were late-
adopters or are still non-adopters of IFRS may exhibit different breaks or patterns, either 
during the transition-to-application phase, or during the time of the study, itself. Similarly, 
those that adopted IFRS under a different economic structures or policies, may exhibit 
breaks that differ from those identified in this thesis with an Australian focus. For 
example, the UK and Germany are service-orientated economies, with few restrictions on 
foreign, direct investment, while Australia is a commodity-driven economy, where very 
restrictive regulations concerning such investment, operate 
Secondly, the thesis does not investigate the association between A-IFRS and other various 
components of portfolio debt and loans, such as short- and long- run debt and public and 
private debt, nor that of A-IRFS and other foreign debt, such as bank deposits, payable 
accounts, and trade credit. Including these variables in the testing may have produced 
different results in terms of the effect of A-IFRS application on foreign debt. These issues 
will need to be dealt with by future studies.    
7.6 Directions for Future Research  
Despite these limitations, it may be worthwhile for future researchers to replicate, as well 
as extend, the line of research undertaken by the current study. There are a number of 
possible directions that this could take: 
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The first is to extend the current study, by examining the structural breaks of early 
adopters, such as Australia, and then comparing this data with those of countries that did 
not adopt IFRS in 2005–2006. If the foreign investment components show a consistent 
pattern around 2005 for IFRS adopters, and no structural break for non- or late-adopting 
countries, such research will add weight to the argument that IFRS did facilitate the 
movement of global capital. 
A second possible line of future research is to compare the effect of IFRS application on 
the components of foreign investment inflow in countries with strong enforcement, such as 
Australia and New Zealand, with that of countries with less-stringent enforcement regimes 
and weaker investor and creditor protection, such as Venezuela and Brazil. This would test 
the findings that the synergy of IFRS application and strong enforcement, positively 
affects the components of foreign investment (e.g., Daske et al., 2008). 
A third possibility for future research would draw on the following theories of agency 
conflict and adverse selection. Investment in debt can be categorised in two ways: firstly, 
in terms of its mutuality (short-term or long-term debt); secondly, in terms of its source 
(private or public debt). Typically, the literature (e.g., Goldstein & Razin, 2006) adopts the 
view that because of agency conflict, long-term debt is affected more than short-term debt, 
by information asymmetry. Also, it indicates that due to this agency conflict between 
managers and outside-investors, which arises from the former having the advantage of 
being able to access private information, private debt is managed more efficiently than 
public debt. This creates a situation of information asymmetry (adverse selection) among 
investors in different types of debt (Ramakrishnan & Thakor, 1984). Therefore, future 
researchers, by applying a method similar to the one used in this study, might be able to 
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obtain even more evidence of the effect of IFRS application on information asymmetry 
among investors in different types of debt.  
Moreover, as the present study failed to reach a definite conclusion concerning A-IFRS 
and other foreign debt, future researchers might consider extending it by investigating 
disaggregated other foreign debt, such as bank deposits, payable accounts, and trade credit. 
The study also indicated that in Australia’s foreign investment inflow, there was a 
significant, positive structural break, in 2007Q2, in derivatives. This was the date of the 
implementation of IFRS 7 and AASB 7, both of which required a greater quantity and 
quality of disclosure. This investigation could be extended to include other adopter 
countries, in order to determine whether or not derivatives component of their foreign 
investment inflow shows the same structural break in 2007. If it does, this would provide 
more support for the result of this thesis.  
Prior studies (e.g., Nobes & Zeff, 2016) claim that in a country, like Australia, whose 
GAAP converged to IFRS, the comparability of the resulting financial information may be 
reduced. In order to determine whether this is so, yet another line of future research may 
be to compare the results of a country/countries that adopts/adopt the IFRS as issued by the 
IASB, such as Canada, with those of one/ones, like Australia, whose GAAP converged to 
IFRS.  
Another future line of enquiry may be to extend the present study's finding - that A-IFRS 
implementation is followed by increased foreign investment inflows - by exploring how 
this may translate into actual economic benefits, such as a more efficient market,  or 
increased growth and employment (Bruggemann et al., 2013). The study could apply a 
similar method to the one employed in the present study, to evaluate whether the 
application of A-IFRS is associated with these economic benefits.  
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The present study investigates structural breaks using a time series. This could be extended 
by using panel data estimations of structural breaks, to improve the process of estimating a 
break for each of the components of foreign investment, in a comparative study between 
developing and developed countries. This may shed more light on the effect of IFRS 
application, as Gordon et al. (2012) find that developing countries are more attractive to 
FDE than developed countries.  
 The present study also raises some important questions that need to be answered. These 
are in relation to the increase in direct debt following a shift to A-IFRS. The study by De 
Simone (2016) claims that profit-shifting by MNC is carried out in three main ways: by 
manipulating their income through accounting methods, using transfer pricing, and using 
internal debt among the affiliates. Prior studies provide strong evidence that IFRS, by 
increasing the quality and the comparability of information, enable international auditors 
to be more stringent and efficient. This, consequently, lessens the likelihood of entities 
being able to use accounting methods or transfer pricing to manipulate their income. 
Future studies in this area could focus on these three profit-shifting methods, to determine 
the frequency with which they are employed before and after the application of IFRS.  
Comparing these frequencies would provide direct evidence of the association between 
IFRS, direct debt and profit-shifting in MNC. 
Finally, because of its rich and varied theoretical frameworks, international accounting 
presents endless opportunities for future IFRS research. This could include comparative 
studies of countries’ political systems, regulatory environments, cultures, and business 
systems, to determine whether the introduction of new standards, such as IFRS 9, affects 
such countries differently. Another possibility is to conduct a single-country investigation 
of the effect of accounting education on the long-run economic benefits of IFRS. 
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Appendix A: Descriptive Statistics for the Components of Australia’s 
International Investment Inflow 
 
Table A: Descriptive statistics 




















FDE 25.60 0.682 0.461 1.839 8.800 0.012 0.208 96 
Foreign 
Direct Debt 




FPD 26.10 0.784 0.482 1.849 9.019 0.011 0.374 96 
Foreign 
Loan 
FL 24.56 0.59 0.539 1.675 11.66 0.003 0.07 96 
Foreign 
Derivative 
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Appendix B: Time Sequences of the Australian International Investment 
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Appendix C: Endogenous Single Break (Vogelsang & Perron, 1998) 
 
In 1998, Vogelsang and Perron developed the Perron (1989) single structural break test 
into a test with an unknown (endogenous) structural break. This endogenous single 
structural break test indicates only the most important structural change in the whole time 
series. As this study cover 24 years, there is possibility of the occurrence of more than one 
important event that could cause a structural break in the foreign investment time series 
(e.g., the AFC and GFC) and, thus, there is the possibility that no evidence will be found of 
a structural break around 2005. Alternatively, even if one is detected, the presence of any 
other major event might mask the true date of the effect of the A-IFRS, turning what might 
otherwise be a strongly positive result, into a weak positive, or even a negative. 
Nevertheless, it is still of vital importance to this investigation to determine approximately 
when such a structural break happened in order to decide whether or not it was related to 
A-IFRS or to other events. Overall, there is week evidence of a structural break within the 
A-IFRS event window in most cases, which was expected.   
Table C: Innovational and Additive Outlier Model for determining the Break Date in Intercept and 
Slope (IO3 & AO3) (Vogelsang & Perron, 1998) 
  Panel A: Innovational outlier 
(IO3) method 
Panel B: Additive Outlier (AO3) 
method 
Description V.s BT 𝛿 𝛶 BT 𝛿 𝛶 
Total foreign 
investment 


































































































For stationarity, the critical values, using Vogelsang’s (1993) asymptotic one-sided p-values, are: values at 
1%, 5% and 10% are -5.719131, 5.175710, and -4.893950, respectively for IO3, and -5.719131, -5.175710, 
and -4.893950 at the 1%, 5%, and 10%, respectively for AO3. 
TB is selected as a value that minimises the absolute value on the t-statistic on the parameter associated with 
a change in the intercept. The max l=11. 
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Appendix D: Multiple Structural Breaks (Bai and Perron, 2003) 
The BP multiple structure breaks are identified in a process consisting of two steps. The 
first involves testing for structural change while, in the second step, determines the number 
of breaks:  
1- Testing for any Structural Break: 
The BP test is applied to test the validity of the null hypothesis (H0), that there is no 
structure break, against the alternative hypothesis (H1), that there is an unknown number 
(m) of structural breaks. The procedure for detecting structural breaks, suggested by BP, is 
the following: first, the UDMAX and WDMAX statistics are calculated. These are double 
maximum tests, where the null hypothesis, that there are no structural breaks, is tested 
against the alternative, that there are an unknown number of breaks, to determine if at least 
one structural break is present: 
 let Ft(l) denote the F statistic for the null hypothesis, of no break structure, versus the 
alternative hypothesis, of a number of breaks, and let m denotes the maximum number of 
breaks that allowed. The break points (𝑇𝛽1, 𝑇𝛽2, ..., 𝑇𝛽𝑚) are treated as unknown. The 
break date estimates are obtained from a global minimisation of the sum of squared 
residuals. In order to complete the above process, sequential procedure is used to select the 
number of breaks (Bai & Perron, 2006). To determine whether at least one break occurred, 
UDmax and WDmax are used; the double maximum statistic, UDmax= max 1≤l≤m sup Ft 
(l), and the weighted double max statistic, WDmax = max1≤l≤Mwl sup Ft (l),  
where the weights, wl, are such that the marginal p-values are equal across values of l.  
The null hypothesis of both tests is: 
H0= no structural breaks are present. 
The alternative hypothesis is: 
H1: an unknown number of breaks are present. 
 As mentioned previously, neither the sup Ft, UDmax nor the WDmax test provides 
sufficient information about the exact number of breaks, as both simply indicate the 
presence of at least one break. The significance level of the tests is 5%. 
2- The test for l as opposed to l+1 structural breaks, (l+1/l): 
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After the above hypothesis of no structural break has been rejected, the second step of the 
B&P test investigates the possibility of an l+1th structural break, since l has already been 
considered in the first step. Accordingly, the null hypothesis is: 
H0= there is l break. 
The alternative hypothesis is: 
H1: There are l+1 breaks. 
l breaks, denoted by T1, ... ,Tl, (the estimated sub-samples), have already been identified, 
by minimising the sum of the squares of the residuals. Therefore, what is now being 
sought is an answer to the question of whether a structural break occurs, in one of the sub-
samples, around the time of A-IFRS adoption. To do this, the test statistic Ft (l + 1 / l) is 
used. In addition, to determine the number of breaks, the sequential supFt(l+1/l) tests the 
null hypothesis of l breaks, versus the alternative, l+1 breaks.  
Each of the various types of foreign investment that could possibly be affected by A-IFRS 
is tested, one-by-one. As mentioned earlier, these tests are carried out at unknown points 
since each point is considered a potential break point (𝑇𝛽), and a regression is run to test 
for each of them, sequentially. 
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Table D1: Results of the Multiple Structural Break Test for Foreign Investment 
Inflows ( 𝒚𝒕 = 𝒄𝒋 + 𝜷𝒕 + 𝒖𝒕) 
Statistics TFL  
  TFE  TFD  
   FPE FDE  FDD FPD FL FDR OFD 
Step 1                                                                      F. tests 
Sup 𝐅𝐓 (1) 65.29 47.49 37.52 69.18 84.398 112.172 100.244 128.7 39.89 9.932 
Sup 𝐅𝐓 (2) 46.95 27.06 30.93 38.97 93.393 121.21 89.234 148.4 71.26 21.12 
Sup 𝐅𝐓 (3) 67.17 9.801 33.57 56.14 128.65 113.94 123.50 131.3 50.26 24.51 
UDmax 67.170 47.49 37.52 69.18 128.65 121.21 123.50 148.4 71.26 24.51 
WDmax 108.69 47.49 54.32 90.84 208.17 184.37 199.83 212.4 89.71 39.66 
Optimal number of breaks selected 
Sequential 3 3 3 3 3 3 3 3 3 3 
UDmax 3 1 1 1 3 2 3 2 2 3 
WDmax 3 1 3 3 3 3 3 3 2 3 
Step 2                                                        F test for structural break 
Sup𝐅𝐓 
(1/0) 
123.67 47.49 37.52 92.78 143.59 125.83 126.82 136.92 39.89 50.13 
Sup𝐅𝐓 
(2/1) 
36.66 16.73 24.45 40.96 29.64 43.54 72.44 67.11 50.97 5.59 
Sup 𝐅𝐓 
(3/2) 
     28.51  14.52   
Break dates selected 
TB1 1997Q4 2000Q1 1993Q4 1997Q4 1997Q2 1996Q4 1998Q1 1995Q1 2002Q4 2007Q3 
TB2 2004Q4 2004Q4 2005Q3 2003Q4 2004Q4 2001Q4 2004Q3 1999Q4 2007Q2  
































































































Note: @trend is the trend Coefficient; Cj is the intercept for each sub-period; S.E is the standards error for the coefficient.  
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Appendix E: Testing for Two Structural Breaks in the Present of Unit 
Root (Lee and Strazicich test (2003, 2004)) 
Methods that determine a single break date, including the Perron (1989) and the Vogelsang 
and Perron (1998) tests, ignore the possibility of there being more than one break with unit 
root. This can lead to loss of information if more than one break does exist. To add 
robustness to the above tests, the Lee and Strazicich tests are used. These can identify 
breaks occurring both under the null and alternative hypotheses. Two models are used: 
One-Break Minimum LM Unit-Root Tests (2004) and Two-Break Minimum LM Unit-
Root Tests (2003).  Lee and Strazicich (2003) unit root tests can be obtained from the 
regression: 
𝑦𝑡 = 𝛿′𝑧𝑡 + е𝑡,    е𝑡  = 𝛽е𝑡−1  𝜀𝑡,  1 
Two models of structural break have considered by Lee and Strazicich (2003); model A 
which allows for intercept’s shift, and model C which allows for shift in both intercept and 
slop. The latter will be used in the present studies. The hypothesis under model C can be 
interpreted by 𝑧𝑡=1, t, 𝐷1𝑡 ,  𝐷2𝑡, 𝐷𝑇1𝑡 , 𝐷𝑇2𝑡.  
where 𝐷𝑇1𝑡= 𝑡 − 𝑇𝐵1 for  𝑡 ≥ 𝑇𝐵1 + 1, and zero otherwise.  
where 𝐷𝑇2𝑡= 𝑡 − 𝑇𝐵2 for  𝑡 ≥ 𝑇𝐵2 + 1, and zero otherwise.  
To obtain the LM unit root test statistic, Lee and Strazicich (2003) use the following 
regression: 
∆𝑦𝑡 = ∅?̃?𝑡−1 + 𝛿′∆𝑧𝑡 +   𝜇𝑡 2 
 
?̃?𝑡  = 𝑦𝑡 −  ?̃?𝑥 − 𝑧𝑡 𝛿 , t=2,…,T, 𝛿 are the coefficient in the regression of ∆𝑦𝑡 on 
∆𝑧𝑡, and ?̃?𝑥 is given by 𝑦1 − 𝑧𝑡𝛿,    and 𝑦1, 𝑧𝑡 consists of exogenous variables. 
The unit root null hypothesis is ∅= 0.The location ( 𝜆) of the break (𝑇𝐵𝑗) is determined by 
minimising t value.  
where 𝜆𝑗 = 𝑇𝐵𝑗 𝑇⁄  and j=1,2, and 𝜆 ∈ [0, 1]. 
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Table E.1: Lee and Strazicich (2003) two-break minimum LM unit root test (Model C: 
two breaks in the intercept and the trend) 
 
Variables in levels 𝑇𝐵1 𝑇𝐵2 𝑡. 𝑎 Result 
TFI 2000Q2  2003Q3 -5.3557 * Stationary 
TFE 2000Q1 2005Q1 -4.974705 Unit root 
TFD 1999Q4 2005Q1 -4.9707 Unit root 
FPE 1999Q4 2005Q2 -5.3305* Stationary 
FDE 2000Q3 2007Q3 -5.7696 ** Stationary 
FDD 1995Q2N 2005Q2 -4.9673 Unit root 
FPD 1996Q4 2006Q4 -4.0738 Unit root 
FL 1993Q2 2000Q4 -5.4872 ** Stationary 
FDR 1996Q1 2006Q4 -4.948374 Unit root 
OFD 2000Q3 2006Q4 -5.3637* Stationary 
Critical values of Lee and Strazicich (2003, Table 2) two-break minimum LM unit root test 
𝜆2  0.4   0.6   0.8  
𝜆1 1% 5% 10% 1% 5% 10% 1% 5% 10% 
0.2 -6.16 -5.59 -5.27 -6.41 -5.74 -5.32 -6.33 -5.71 -5.33 
0.4 - - - -6.45 -5.67 -5.31 -6.42 -5.65 -5.32 
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Serial Correlation (LM) 0.3967 0.5021 0.6277 0.1037 0.2978 0.3076 0.3426 0.4058 0.4609 
Hetroscedasticity (ARCH) 0.0499 0.2584 0.0520^4 0.9799 0.6574 0.0726 0.1400^2 0.0662 0.0689 
TFE 
Serial Correlation (LM) 0.1537 0.6068 0.8977 0.4805 0.2392 0.6923 0.7262 0.3841 0.6758 
Hetroscedasticity (ARCH) 0.8277 0.0593 0.1109^2 0.8726 0.0750^2 0.3524 0.9852 0.7326 0.8379 
FPE 
Serial Correlation (LM) 0.1421 0.3910 0.8261 0.1820 0.2607 0.4492 0.2997 0.0892 0.4170 
Hetroscedasticity (ARCH) 0.4339 0.3342 0.9632 0.5291 0.0783 0.5938 0.8713 0.5194 0.6597 
FDE 
Serial Correlation (LM) 0.8487 0.4687 0.1052 0.6879 0.9096 0.7601 0.3374 0.9340 0.8120 
Hetroscedasticity (ARCH) 0.3994 0.7084 0.9518 0.6649 0.6937 0.5261 0.7868 0.2891 0.5688 
TFD 
Serial Correlation (LM) 0.1537 0.2166 0.1824 0.0561 0.2291 0.1534 0.1515 0.1992 0.8684 
Hetroscedasticity (ARCH) 0.2016 0.2955 0.0240 0.9195 0.9833 0.1831 0.0753 0.067^2 0.0723 
FDD 
Serial Correlation (LM) 0.7793 0.7957 0.6442 0.7960 0.5391 0.8202 0.7188 0.8017 0.4764 
Hetroscedasticity (ARCH) 0.8199 0.5740 0.9497 0.8085 0.8196 0.5879 0.9421 0.9365 0.6141 
FPD 
Serial Correlation (LM) 0.0546^3 0.3444^1 0.2861 0.1397 0.6103^1 0.0551 0.0599 0.084^3 0.2026 
Hetroscedasticity (ARCH) 0.6668 0.4839 0.9436 0.7895 0.8686 0.5568 0.4749 0.2709 0.3479 
FL 
Serial Correlation (LM) 0.1687 0.4484 0.8936 0.4341 0.4803 0.1842 0.2803 0.3964 0.0636 
Hetroscedasticity (ARCH) 0.6780 0.5537 0.5939 0.8272 0.5840 0.6837 0.6664 0.8741 0.6088 
FDR 
Serial Correlation (LM) 0.4710 0.0976 0.6277 0.4396 0.7459 0.2113 0.4225 0.5060 0.4797 
Hetroscedasticity (ARCH) 0.9913 0.2694 0.9745 0.9600 0.8303 0.4037 0.8943 0.8672 0.8969 
OFD 
Serial Correlation (LM) 0.1000 0.0505 0.1358 0.3104^1 0.1095^1 0.2234^1 0.9903^1 0.279^1 0.232^1 
Hetroscedasticity (ARCH) 0.2153 0.1797 0.0922 0.6192 0.2008 0.1994 0.0585 0.6369 0.3799 
In serial correlation test, the default lags are two; however, if the result is not significant, different lags are used (1-4 lags) ^ 
In Hetroscedasticity test, the default lag is one; however, if the result is not significant, more than one lag is used (2-4) ^ 
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Appendix H: The Results of ARDL Model 
























































































































































Long Run Coefficients 
X1 0.716*** 
(4.645) 






























































 0.998253 0.996168 0.996968 0.997608 0.996126 0.998300 0.998332 0.998271 0.998346 
F test 6072.771 2762.036 3493.173 4431.444 2732.364 4378.530 4461.568 4305.201 4500.457 
X1 represents the RGDP and X2 represents the rest of variables, one variable each time. 
The coefficient of the intercept and the trend has not tabulated to save space. 
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Table H.2: Total foreign equity (TFE) 
Control variables 





















































































































































Long Run Coefficients 
X1 0.213 
(0.770) 






























































 0.994810 0.991686 0.992557 0.994626 0.991494 0.995245 0.995054 0.995176 0.994977 
F test 2036.632 1267.365 1416.902 1966.357 1238.485 1560.151 1499.725 1537.710 1476.556 
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Long Run Coefficients 
X1 0.017 
(0.052) 






























































 0.992878 0.990893 0.991896 0.993200 0.990456 0.993773 0.993545 0.993466 0.993375 
F test 1481.162 1156.058 1300.430 1551.902 1102.611 1189.748 1147.397 1133.419 1117.715 
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Table H.4: Foreign direct equity (FDE) 
Control variables 





















































































































































Long Run Coefficients 
X1 0.898*** 
(11.748) 






























































 0.994807 0.990906 0.991824 0.993568 0.990783 0.994848 0.994979 0.994950 0.994880 
F test 2035.285 1157.702 1288.940 1641.273 1142.082 1439.544 1477.166 1468.761 1448.414 
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Table H.5: Total foreign debt (TFD) 
Control variables 




















































































































































Long Run Coefficients 
X1 0.408 
(1.159) 






























































 0.998558 0.997353 0.997953 0.998162 0.997681 0.998596 0.998614 0.998665 0.998880 
F test 7359.343 4003.555 5180.208 5769.698 4571.630 5300.837 5372.296 5578.382 6649.595 
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Model 9 (RGDP 
& INT) 















































































































































Long Run Coefficients 
X1 -0.175081 
(-0.229) 


















































































 0.994583 0.995083 0.994848 0.994509 0.994949 0.995094 0.994872 0.994648 0.995066 
F test 1713.580 1888.944 1802.241 1690.541 1838.452 1369.038 1309.456 1254.474 1361.440 
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Model 9 (RGDP & 
INT) 





























































































































Long Run Coefficients 
X1 0.766*** 
(5.845) 






























































 0.998341 0.997178 0.997771 0.998150 0.997441 0.998379 0.998440 0.998453 0.998483 
F test 6392.492 3754.443 4756.050 5732.528 4141.154 4590.109 4769.906 4810.266 4905.564 
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(RGDP & INT) 

















































































































































Long Run Coefficients 
X1 0.702** 
(2.083) 
















































































 0.990149 0.986391 0.988447 0.988711 0.987242 0.990241 0.990384 0.990595 0.990479 
F test 938.0803 676.4702 798.5033 817.4219 722.2444 684.8933 695.2086 710.9799 702.2337 
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Model 9 (RGDP 
& INT) 













































































































































































































 0.985035 0.985154 0.983862 0.984953 0.984848 0.985826 0.985416 0.985141 0.985831 
F test 
526.5852 530.8561 487.7300 523.6595 519.9971 385.7018 374.6919 367.6631 385.8393 
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Table H.10: Other foreign debt (OFD) 
Control 
variables 





















Model 9 (RGDP 
& INT) 
















































































































Long Run Coefficients 
X1 0.241 
(1.040) 












































 0.995007 0.994601 0.994963 0.995155 0.994639 0.995040 0.995326 0.995220 0.995575 
F test 2448.306 2263.165 2426.845 2523.317 2279.385 1665.046 1767.462 1728.114 1867.251 
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